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Introduction 


The  Business  and  Industry  Conferences  on  Inflation  conducted 
by  the  Department  of  Commerce  brought  together  a  group  of 
outstanding  persons  who  were  well  acquainted  with  the  state 
of  the  economy.  A  substantial  number  of  the  delegates  to  the 
conferences  were  the  chief  executive  officers  of  their 
organizations.  Delegates  from  the  academic  community  and 
those  identified  with  consumer  interests  and  labor  were  also 
present. 

All  of  the  delegates  conveyed  an  intense  concern  over  the 
economic  health  of  our  economy  and  characterized  the  current 
situation  as  serious.  Virtually  all  of  the  delegates 
addressing  the  conference  expressed  a  willingness  to  be  of 
maximum  assistance  in  diagnosing  and  finding  answers  to  the 
problems . 

The  Realities  of  the  Nation's  Present  Economic  Condition 


In  response  to  the  President's  invitation  for  the  conference 
participants  to  clearly  identify  our  present  economic  condi¬ 
tion,  many  delegates  offered  one  or  more  observations.  In 
general,  many  expressed  the  feeling  that  the  current  problem 
is  something  of  a  new  experience.  It  is  characterized  by  its 
worldwide  scope, its  foundations  in  resource  and  commodity 
cost-push  pressures,  and  the  possibility  of  the  problem  being 
beyond  the  capacity  of  an  unassisted  free-market  system  to 
repair . 

The  specific  elements  of  the  current  situation  noted  by  the 
delegates  included  the  following: 

1.  The  economy  is  and  has  been  slowing  down 
considerably  over  the  past  30-90  days,  but 
the  rate  of  inflation  has  not  been  slowing 
down  with  it. 

2.  Real  consumer  demand  has  been  essentially 
flat  for  an  extended  period. 

3.  The  housing  industry  has  been  deteriorating 
steadily  for  many  months. 

4.  Unemployment,  while  not  at  crisis 
proportions,  has  been  and  will  continue 
to  increase. 

5.  Money  market  conditions  are  in  growing 
disarray  with  little  prospect  of  a  turn¬ 
around  in  the  immediate  future. 
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6.  International  trade  and  capital  flows  are 
seriously  distorted. 

7.  Numerous  materials  scarcities  continue  to 
plague  the  economy  and  are  hampering  the 
prospects  for  economic  growth. 

Many  delegates  referred  to  the  current  situation  as  a 
period  of  adjustment.  This  adjustment  was  expected  to  be 
long  and  painful.  Considerable  emphasis  was  therefore 
placed  on  recognizing  the  importance  of  the  morale  of  the 
public . 

In  spite  of  these  fears,  however,  the  tenor  of  the  attitudes 
expressed  by  the  delegates  was  one  of  fundamental  faith  in 
our  ability  to  deal  successfully  with  the  problem  of  infla¬ 
tion.  Numerous  frustrations  and  worrisome  aspects  were 
noted,  but  the  presence  of  a  positive  attitude  was  evident 
in  the  remarks  of  virtually  every  delegate. 

Causes  of  the  Present  Inflation 

A  considerable  number  of  specific  causes  for  the  present 
inflationary  experience  were  cited.  In  general,  these  fell 
into  three  categories : 

1.  Monetary  and  fiscal  policy  errors. 

2.  Supply  problems. 

3.  Income  and  demand-based  problems. 

The  criticisms  of  monetary  and  fiscal  policies  were  most 
often  based  upon  the  deficits  of  the  Federal  Government. 
Particular  emphasis  was  placed  upon  the  cumulative  magnitude 
of  the  deficits  since  1965  (approximately  $100  billion). 

The  monetary  consequences  of  such  a  large  increase  in 
Federal  debt  were  also  called  to  attention.  Further,  the 
exceedingly  close  relationship  between  long-term  increases 
in  the  supply  of  money  and  long-term  increases  in  prices 
were  cited  again  and  again  as  explaining  the  recent  price 
experience . 

Of  all  the  supply  problems  involved  in  the  explanation  of 
inflation,  the  actions  of  the  oil  exporting  nations  were 
mentioned  most  frequently.  It  was  explained  that  the  sharp 
increase  in  oil  prices  affected  many  other  prices  as  well. 
Indirect  price  effects  also  occurred  through  increases  in 
transportation  costs  and  petro-chemical-based  materials. 
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The  increase  in  the  proportion  of  employment  in  the 
relatively  low-productivi ty  services  sector  of  the  economy 
was  also  singled  out  as  an  explanation  by  several  delegates. 
Employment  by  state  and  local  governments  as  well  as  by 
private  service  industries  was  involved.  Recent  employment 
growth  in  these  occupations  was  asserted  to  have  negative 
implications  for  the  productivity  of  the  economy  as  a  whole, 
with  resultant  inflationary  consequences. 

Another  aspect  of  the  supply  problem  was  the  low  profit 
levels  of  recent  years  and  the  increasing  difficulty  of 
successfully  recovering  capital  costs.  The  inability  to 
maintain  existing  capital,  much  less  attract  new  investment, 
was  believed  to  have  played  a  significant  role  in  producing 
our  current  materials  shortages . 

The  impact  of  Government  on  business  was  also  a  commonly 
mentioned  restraint  on  supply.  The  specific  form  of 
governmental  impact  varied  in  the  presentations  with  some 
delegates  citing  past  controls  programs  while  others  were 
more  critical  of  present  environment,  health,  and  safety 
requirements.  Very  few  of  the  industry  representatives 
failed  to  include  mention  of  Government  impact  in  one  context 
or  another. 

Income  and  demand  forces  were  also  considered  significant 
elements  in  our  current  inflationary  problem.  Again,  several 
aspects  were  involved.  Perhaps  most  prominent  (and  one  which 
had  been  included  in  the  presentation  given  to  the  confer¬ 
ences  by  the  Council  of  Economic  Advisers) ,  was  the  existence 
of  over-optimistic  real  income  growth  expectations.  These 
expectations  were  made  doubly  intensive  by  the  difficulties 
inherent  in  accelerating  real  economic  growth  and  the 
repeated  frustration  of  having  apparent  gains  which  were 
later  wiped  out  by  inflation. 

The  increased  power  of  unions  to  press  real  income  demands 
more  effectively  was  also  asserted  to  be  a  contributing 
factor.  The  increasing  difficulty  of  limiting  wage  gains 
to  those  which  can  be  justified  from  productivity  gains  was 
expressed  with  particular  emphasis. 

A  more  basic  problem  in  demand  was  also  mentioned.  Several 
delegates  defined  the  current  inflation  as  one  of  too  many 
people  chasing  too  few  materials.  The  problem  has  interna¬ 
tional  as  well  as  domestic  implications  and  was  the 
foundation  of  a  variety  of  policy  proposals. 

Policies  with  Concensus  or  Near-Concensus  Support 

Several  policy  alternatives  enjoyed  concensus  support  at  the 
conferences.  There  were  also  a  number  of  policy  proposals 
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which  were  supported  by  the  overwhelming  majority  of  the 
delegates  present,  but  were  subject  to  some  dissent. 

Three  policies  enjoyed  near-unanimous  support  at  both 
conferences;  moderation  of  the  current  restraint  in  monetary 
policy,  an  all-out  effort  to  increase  productivity,  and  a 
firm  stand  against  the  reimposition  of  wage  and  price 
controls.  In  urging  moderation  of  the  current  stance  of 
monetary  policy,  care  was  taken  to  explicitly  convey  the 
idea  that  moderation  was  exactly  what  was  desired.  Great 
concern  was  expressed  over  the  possibility  of  too  much  ease. 
Further,  it  was  felt  that  changes  in  monetary  policy  should 
be  brought  about  gradually,  rather  than  precipitously,  but 
not  so  gradually  as  to  convey  a  feeling  of  indecisiveness. 

The  recommendation  to  increase  productivity  was  frequently 
heard  and  motivated  a  substantial  number  of  specific  policy 
proposals.  The  conference  delegates  expressed  their 
abhorrence  of  wage  and  price  controls  again  and  again. 
Controls  of  other  economic  activities  such  as  exports  and 
the  allocation  of  credit  were  also  condemned.  So  great  was 
the  disapproval  of  any  return  to  controls  that  many  delegates 
also  expressed  distrust  of  even  a  partial  move  in  that 
direction,  such  as  the  use  of  guidelines. 

A  substantial  majority  of  the  delegates  also  favored 
increased  fiscal  restraint.  There  was  substantial  sentiment 
specifically  in  favor  of  holding  expenditures  in  the  fiscal 
year  1975  to  the  $300  billion  level.  Further,  equally 
strong  support  was  voiced  in  favor  of  a  balanced  Budget  for 
the  fiscal  year  1976.  There  were,  however,  some  differences 
of  opinion  expressed  on  this  issue.  The  differences 
included  some  wishing  to  see  even  greater  fiscal  restraint 
(including  a  surplus  in  fiscal  1976)  than  that  recommended 
by  the  majority,  and  a  very  small  number  of  delegates  who 
voiced  a  preference  for  some  fiscal  stimulus.  Numerous 
doubts  were  also  expressed  concerning  the  effectiveness  and 
practical  reality  of  spending  decreases. 

Strong  support  for  an  easing  of  the  impact  of  social 
legislation  upon  business  was  also  expressed  by  a  heavy 
majority  of  the  delegates.  In  some  cases,  the  recommended 
easing  consisted  of  timing  delays  in  compliance  and  in  other 
cases  reappraisals  of  requirements  were  recommended.  The 
social  legislation  cited  in  these  recommendations  consisted 
primarily  of  pollution  control,  health,  and  safety  laws. 

Approaches  to  Combat  Inflation 

As  might  be  expected  from  a  large  group  of  imaginative  and 
articulate  observers  of  the  economic  scene,  a  wide  array  of 
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suggestions  for  new  approaches  to  the  problem  were  offered. 
These  ranged  from  very  general  suggestions  to  highly  specific 
proposals  and  dealt  with  four  primary  areas: 

1.  Capital  needs. 

2.  Materials  needs. 

3.  Increasing  productivity. 

4.  Expediting  fiscal  restraint. 

Several  suggestions,  however,  did  not  fit  into  any  of  these 
categories . 

Recognizing  the  difficulties  of  the  capital  markets  as  one 
of  the  prime  causes  of  our  current  inflation,  numerous  sug¬ 
gestions  were  aimed  at  alleviating  this  problem.  In  order 
to  increase  the  supply  of  investment  capital,  recommendations 
were  made  as  follows: 

1.  Capital  which  is  moved  from  one  investment 
to  another  should  be  extended  the  same  type 
of  rollover  privileges  for  taxation  as  are 
currently  enjoyed  by  homeowners  moving  from 
one  home  to  another. 

2.  Tax  relief  should  be  given  to  business 
using  internal  funds  for  investment. 

3.  Interest  earned  by  individuals  on  deposits 
in  savings  and  loan  institutions  should  be 
exempt  from  taxation.  The  recommended 
amounts  of  such  exempt  interest  varied  from 
$750  to  $2,000,  with  one  suggestion  for  a 
$1,976  tie-in  with  the  campaign  honoring 
the  Nation's  200th  birthday. 

Several  suggestions  were  also  made  to  increase  incentives 
to  channel  capital  into  investment  and  ease  the  inflation- 
caused  cash-flow  difficulties  of  businesses.  These  included: 

1.  Conversion  of  depreciation  schedules  to  a 
replacement  cost  basis  rather  than  original 
cost . 

2.  Acceleration  of  depreciation  schedules, 
particularly  for  projects  still  under 
construction  and  capital  equipment  required 
by  environmental  or  safety  regulations. 
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3.  Enactment  of  a  variable  investment  tax 

credit  for  specific  industries  to  be  scaled 
according  to  their  capacity  conditions. 

In  addition,  several  other  proposals  relating  to  capital 
needs  were  offered.  One  of  these  was  to  expand  the  role  of 
the  Small  Business  Administration  by  having  it  combine  with 
the  private  sector  to  ensure  an  adequate  flow  of  capital  for 
small  businesses.  Another  proposal  called  for  establishment 
of  a  Government  program  to  loan  money  to  the  Nation's  thrift 
institutions . 

Policies  bearing  on  our  materials  needs  reflected  the  broad 
complexities  of  the  problem.  The  most  frequently  expressed 
need  was  for  Government-to-Government  negotiations  over  the 
supply  and  price  of  petroleum.  In  addition  to  negotiations 
concerning  oil,  it  was  recommended  that  the  President  call 
a  meeting  of  world  leaders  to  discuss  the  problems  of 
resource  users  and  producers.  To  expedite  the  President's 
position  in  such  negotiations ,  many  delegates  also  called 
for  the  passage  of  the  International  Trade  Bill  currently 
before  the  Senate.  It  was  generally  held  necessary  for  the 
United  States  to  take  a  leading  role  in  developing  and 
pressing  for  an  international  code  of  conduct  for  trading 
nations . 

It  was  also  recommended  that  a  national  materials  policy  be 
established,  with  the  planning  function  occurring  at  the 
Cabinet  Level.  Longer-range  planning,  as  well  as  a  more 
concentrated  effort  to  spot  shortages  before  they  occur  was 
also  recommended.  To  aid  this  effort,  the  need  to  provide 
ourselves  with  an  expanded  data  base  was  discussed  as  well 
as  the  general  advisability  of  a  sustained  search  for  ways 
to  increase  materials  production. 

Conservation  efforts  to  help  overcome  materials  scarcities 
were  also  recommended.  These  included  continuation  of  the 
55-mile-an-hour  limit  for  automobiles,  greater  efforts  to 
avoid  introduction  of  unneeded  products  (defined  as  those 
which  filled  created  rather  than  real  human  needs) ,  and  a 
tax  on  nonessential  items. 

The  emphasis  on  improving  productivity  growth  was  very  great. 
Proposals  bearing  on  this  question  included  the  following: 

1.  Reduction  of  the  barriers  to  the 
introduction  of  new  technology  (e.g., 
expediting  patent  processing,  a  c.) . 

2.  Reappraisal  of  the  cost  effectiveness  of 
existing  governmental  regulations,  parti¬ 
cularly  pollution,  health,  and  safety 
requirements . 
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3.  The  elimination  of  labor  rigidities  which 
block  possible  increases  in  productivity. 

4 .  Reevaluation  of  the  continued  relevance  of 
existing  antitrust  policies,  with  special 
reference  to  the  apparent  differences 
between  domestic  and  international  needs. 

5.  Reinvigoration  of  the  Productivity 
Commission . 

Several  less  specific  proposals  were  also  put  forth.  One 
consisted  of  a  call  for  greater  business  and  labor  coopera¬ 
tion  in  attempting  to  increase  productivity,  and  another 
related  to  currently  underutilized  elements  in  the  labor 
force.  The  underutilized  groups  which  received  greatest 
emphasis  were  blacks  and  women.  The  suggestion  was  for 
better  use,  not  just  more  use, of  these  valuable  human 
resources . 

Suggestions  to  expedite  fiscal  restraint  concentrated  most 
heavily  upon  ideas  for  new  taxes.  Much  less  attention  was 
given  to  specific  suggestions  for  spending  cuts,  though  the 
idea  was  strongly  endorsed  as  a  general  principle.  Specific 
tax  suggestions  included  the  following: 

1.  Excise  taxes  on  luxuries  and  amusements. 

2.  A  surtax  on  incomes  above  $15,000  a  year. 

3.  Windfall  profits  of  business. 

4.  A  tax  on  automobiles,  scaled  according 
to  gasoline  consumption  or  cylinder 
displacement . 

5.  Elimination  of  the  tax  deduction  of 
interest  on  consumer  installment  loans. 

The  sentiments  in  favor  of  reducing  Federal  spending  were 
encompassed  in  calls  for  a  moratorium  on  new  Government 
programs,  passage  of  a  Congressional  commitment  to  balance 
the  budget,  and  limitation  of  future  budgets  to  the  1975 
proportion  of  Government  expenditures  to  national  income. 

Few  specific  program  cuts  in  expenditures  were  recommended 
at  all,  and  no  one  item  was  recommended  for  cutting  by  more 
than  one  delegate. 

Among  the  suggested  new  approaches  which  resist  categori¬ 
zation  was  one  to  encourage  companies  to  conduct  an 
"Inflation  Audit."  The  proposal  envisioned  individual  firms 
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reexamining  their  operations  with  a  view  toward  reducing 
inflation  in  a  manner  paralleling  their  efforts  to  conserve 
fuel  during  the  crisis  last  winter.  The  proposal  was  not 
described  in  detail,  but  the  idea  was  given  a  warm 
reception  by  many  delegates. 

Numerous  proposals  for  the  Federal  Government  to  initiate 
a  temporary  public  employment  program  were  also  set  forth. 

The  effort  was  considered  necessary  because  policies  to 
combat  inflation  were  viewed  as  very  likely  to  increase 
the  unemployment  rate.  One  delegate,  however,  expressed 
the  fear  that  the  problem  was  larger  than  the  Government's 
capacity  to  correct  and  cooperation  by  business  and  labor 
would  also  be  required. 

The  need  to  involve  the  public  in  the  fight  against 
inflation  was  judged  to  be  of  considerable  importance. 
Efforts  to  educate  the  public  concerning  economic  problems 
were  strongly  endorsed.  The  possibility  of  instituting  a 
National  Citizens  Crusade  to  monitor  price  increases  was 
also  prescribed.  A  particularly  imaginative  plan,  referred 
to  as  the  "5  and  10  Program"  was  also  described.  This 
program  consisted  of  instituting  a  well- publicized  campaign 
to  get  individual  businesses  to  pledge  not  to  increase 
prices  more  than  5  percent  between  Labor  Day  1974  and  Labor 
Day  1975,  and  unions  to  pledge  not  to  demand  wage  increases 
in  excess  of  10  percent  during  the  same  period. 

A  great  point  was  also  made  of  the  necessity  to  equally 
distribute  the  sacrifices  involved  in  any  anti-inflation 
effort  in  order  to  obtain  public  support  and  harness  the 
current  inflation  psychology.  The  crucial  need  for  the 
sacrifices  to  be  demonstrably  necessary  and  equitably 
distributed  was  repeatedly  stated.  Credible,  realistic 
goals  were  also  viewed  as  vital  (one  suggestion  in  this 
regard  being  a  goal  of  3  percent  or  less  inflation  at  the 
end  of  3  years) . 

Areas  of  Hardship 

Areas  of  hardship  were  specified  in  several  contexts. 

These  included  income,  economic  sectors,  and  broad  institu 
tional  categories.  The  most  obvious  concern  was,  of  course, 
with  the  plight  of  low-income  individuals.  The  particular 
burden  experienced  by  the  poor  as  a  consequence  of  inflation 
was  noted  by  many  delegates.  Specific  economic  sectors, 
which  were  singled  out  as  experiencing  more  than  their  share 
of  problems  at  the  present  time  included  livestock  raisers, 
firms  in  the  lumber  and  plywood  industry,  basic  materials, 
utilities,  housing  and  savings  banks.  The  broad  institu 
tional  categories  which  were  cited  as  requiring  special 
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attention  included  schools,  hospitals,  museums  and 
charitable  organizations.  Small  businesses  were  also 
asserted  to  be  experiencing  great  difficulties.  Firms 
providing  distributional  services  such  as  wholesalers 
and  suppliers  were  reportedly  in  particularly  difficult 
situations  because  of  their  lesser  capacity  to  respond 
to  price  increases  and  the  growing  liquidity  difficulties. 
This  last  point  was  often  related  to  the  great  hardships 
existing  in  the  financial  sector. 

The  business  and  industry  conferences  revealed  the 
widespread  and  multifaceted  problems  caused  by  inflation. 
They  also  revealed  a  growing  awareness  that  stopping 
inflation  will  require  the  full  cooperation  of  every 
sector  of  the  economy.  In  short,  these  responses  to  the 
request  of  the  President  and  Congress  for  advice  and 
assistance  augur  well  for  the  challenge  which  lies  ahead. 


11 

CONFERENCE  ON  INFLATION 


The  William  Penn  Hotel 
Pittsburgh,  Pennsylvania 
September  15-16,  1974 


Agenda 


Sunday,  September  15,  1974 


7:00  p .m. 


7:30  p .m. 


9:30  p .m. 


Allegheny  Room,  17th  Floor 
Distribution  of  Conference  briefing 
materials  to  delegates. 

Dinner . 

Welcoming  remarks  by  Secretary  Dent. 

The  statement  of  ground  rules  and  the 
objectives  of  the  Conference,  the  schedule 
for  the  following  day,  and  the  plans  for 
the  President's  Conference  on  September  27- 
28,  1974  will  be  reviewed. 

Welcoming  remarks  by  member  of  the  U.S. 
Senate. 

Welcoming  remarks  by  member  of  the  U.S. 
House  of  Representatives. 

Adjourn. 


Monday,  September  16,  1974 

8:30  a.m.  Grand  Ballroom,  17th  Floor 

Opening  remarks  by  Secretary  Dent. 

Opening  remarks  by  Congressional  speaker. 

Presentation  on  the  economy  by  the  Council 
of  Economic  Advisers. 

Presentation  on  Federal  budgetary  issues 
by  the  Office  of  Management  and  Budget. 

9:00  a«m.  Individual  presentations  by  industry 

delegations . 


10:30  a.m. 


Coffee  break. 


12 


10:50  a.m. 

Industry  presentations  (continued) . 

12:30  p.m. 

Lunch.  Monongahela  Room,  17th  Floor, 
for  industry  and  government  delegates 
only. 

2:00  p.m. 

Secretary  Dent  reconvenes  afternoon 
session.  Review  of  morning  activities. 

General  discussion  of  economic  recommenda¬ 
tions  for  action  that  the  President  and  the 
Congress  can  take  at  this  time. 

Closing  by  Secretary  Dent  and  Congressional 
leadership . 

4:30  p.m. 

Adj  ourn. 
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BUSINESS  AND  MANUFACTURING  CONFERENCE  ON  INFLATION 


The  Detroit  Hilton  Hotel 

Detroit,  Michigan 

September  18-19,  1974 

Agenda 

Wednesday , 

September  18,  1974 

7:00  p .m. 

The  Michigan  Room,  Ballroom  Floor 

Distribution  of  Conference  briefing  materials 
to  delegates. 

7:30  p  .m. 

Dinner 

9:30  p.m. 

Welcoming  remarks  by  Secretary  Dent. 

The  statement  of  ground  rules  and  the  objectives 
of  the  Conference,  the  schedule  for  the  following 
day,  and  the  plans  for  the  President's  Conference 
on  September  27-28,  1974  will  be  reviewed. 

Welcoming  remarks  by  member  of  the  U.S.  House 
of  Representatives. 

Ad  j  oum 

Thursday,  September  19,  1974 


8: 30  a.m. 

Grand  Ballroom,  Ballroom  Floor 

Opening  remarks  by  Secretary  Dent. 

Opening  remarks  by  Congressional  speaker . 

Presentation  on  the  economy  by  the  Council  of 
Economic  Advisers. 

9:00  a.m. 

Presentation  on  Federal  budgetary  issues  by 
the  Office  of  Management  and  Budget. 

Individual  presentations  by  industry  delegates. 

10:30  a.m. 

Coffee  Break 

10:50  a.m. 

Industry  presentations  (continued). 
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12:30  p.m.  Lunch 


2 : 00  p .m. 

Secretary  Dent  reconvenes  afternoon  session. 
Review  of  morning  activities. 

General  discussion  of  economic  recommendations 
for  action  that  the  President  and  the  Congress 
can  take  at  this  time. 

Closing  by  Secretary  Dent  and  Congressional 
leadership . 

4:30  p.m. 

Adj  oum 
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FOR  IMMEDIATE  RELEASE  MONDAY,  SEPTEMBER  16,  1974 

UNITED  STATES  DEPARTMENT  OF  COMMERCE 


CONFERENCE  ON  INFLATION 
PITTSBURGH,  PENNSYLVANIA 

SECRETARY  DENT:  Cooling  the  fever  of  inflation 
is  our  goal.  Price  stability,  job  security  and  renewed 
growth  in  our  economy  are  the  benefits  we  seek  to  achieve 
for  all  Americans.  Private  business  and  industry  have 
made  America  great  —  more  products  for  consumers  than 
anywhere  in  the  world,  more  strength  in  national  defense 
than  anywhere  in  the  world,  more  economic  independence 
for  people  than  anywhere  else  in  the  world. 

I  want  to  extend  a  warm  welcome  to  the  members, 
of  business  and  industry  who  are  joining  today  in  this 
meeting  called  by  the  President  and  the  Congress  of  the 
United  States  to  discuss  inflation  in  the  United  States. 

I  want  also  to  welcome  the  members  of  the 
public  and  the  press  who  are  in  attendance  with  us. 

Those  who  wish  to  participate  in  the  proceedings  from 
the  public  are  invited  to  submit  written  presentations 
which  will  be  presented  in  the  record  of  this  meeting  and 
considered  by  those  who  are  preparing  for  the  Washington 
Summit  September  27  and  28. 

We  intend  for  the  Government  to  listen  today 
to  the  suggestions  of  business  and  industry  as  to  how 
Government  and  the  nation  should  deal  with  the  problem 
of  inflation.  The  goals  which  have  been  established  for 
the  Conference  on  Inflation  are: 

1.  To  clarify  the  realities  of  the  nation’s 
present  economic  condition; 

2 .  To  identify  the  causes  of  the  present 

inflation ; 
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3.  To  search  for  the  consensus  on  the  basic 
policies  which  should  be  adopted  to  deal  with  the  problem 
of  inflation; 

4.  To  explore  new  and  realistic  approaches  to 
combat  inflation; 

And  finally,  define  areas  of  hardship  needing 
immediate  action. 

The  arrangements  for  today's  meeting  involve 
presentations  of  approximately  three  minutes  by  the  dele¬ 
gates.  We  will  warn  you  at  the  end  of  that  time  by  a  bell. 

We  have  a  Mr.  Farrell  going  down  behind  the 
delegates  now  to  receive  written  submissions  for  the 
record.  We  will  accept  these  now,  later  in  the  day  or  by 
mail  as  long  as  we  can  maintain  the  record  open. 

We  ask  each  delegate  first  to  identify  himself 
by  name  and  company  and  secondly  to  mention  the  number  on 
your  microphone.  We  will  turn  these  on  as  you  are  speaking; 
they  are  dead  in  between  times . 

Now  it  is  my  great  pleasure  to  introduce  on 
behalf  of  the  congressional  delegates  Congressman  William 
Moorehead  of  Pittsburgh. 

MR.  MOOREHEAD:  Number  17,  Mr.  Secretary. 

Thank  you  very  much.  Let  me  say,  ladies  and 
gentlemen,  first  my  congratulations  to  Secretary  Dent 
who,  despite  last  weekend's  ordeal  as  the  father  of  the 
bride  has  brought  to  Pittsburgh  in  this  meeting  the  energy 
and  the  intelligence  which  has  been  an  inspiration  to  all 
of  us  who  have  been  participating  with  it. 

You  know  that  Secretary  Dent,  Undersecretary  John 
Taper  of  Pittsburgh  and  I  have  one  thing  in  common,  we  all 
attended  Yale  College  along  with  Mac  Baldridge  over  here. 
Most  of  you  know  the  old  thought  about  Harvard  and  Boston, 
the  home  of  the  bean  and  the  cod  where  Cabots  speak  only 
to  Lowell's  and  Lowell's  speak  only  to  God. 

In  Yale  we  know  it  as  "Here  is  to  the  town  of  New 
Haven,  the  land  of  the  truth  and  the  light,  where  God  speaks 
to  Jones  in  the  very  same  tones  that  he  uses  with  Adlai  or 
Dwight . " 
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So  now  I  welcome  you  to  the  City  of  Pittsburgh, 
the  home  of  the  Steel  and  Buck,  where  we  are  bound  to 
succeed  and  meet  every  need  and  not  just  because  of  our 
luck . 


Mr.  Secretary,  my  congressional  colleagues  and  I 
are  tremendously  impressed  with  the  all-star  array  of 
talent  you  have  assembled  to  advise  us  today  on  the  very 
serious  economic  problems  facing  our  land. 

Secretary  Dent  has  wisely  and  courageouslv  admon¬ 
ished  the  congressional  delegates  that  we  are  to  listen 
and  not  to  talk.  Therefore,  my  remarks  will  be  in  the  form 
of  questions  or  challenges  to  this  assembly: 

One,  how  can  we  adopt  policies  that  will  attend 
the  pains  of  inflation  without  producing  the  agonies  of 
recession  . 


Two,  have  we  seen  a  peak  in  increased  prices  of 
imported  industrial  raw  materials  or  should  we  be  making 
contingency  plans  on  the  recent  statements  of  the  OPEC 
countries  to  be  concerned. 

Three,  we  all  recognize  that  to  cure  inflation 
without  inducing  recession  will  require  some  sacrefice  by 
all  of  us  —  business,  labor  and  consumer.  This  is  largely 
a  business  meeting,  so  what  is  business  willing  to  give, 
not  to  ask  so  that  we  in  congress  can  say  to  the  people, 
"You  are  not  sharing  the  burden  alone."  Profits  are  essen¬ 
tial  in  the  present  enterprise  system  but  the  people  would 
like  the  assurance  that  governments  are  going  to  be  used 
to  increase  productive  capacity  and  reduce  the  imbalance 
of  supply  and  demand. 

Four,  will  the  devaluation  of  the  dollar  leave 
more  increasing  productive  facilities  at  home  rather  than 
abroad . 


Five,  will  you  support  us  if  we  try  to  eliminate 
artificial  constraints  that  tend  to  raise  prices  in  our 
economy,  import  quotas,  retail  price  maintenance  and 
inefficient  prices  in  regulated  transportation  industries. 

Six  and  finally,  we  all  agreed  that  Federal 
Government  expenditures  should  be  reduced.  Will  you  help 
us  to  find  ways  to  reduce  such  expenditures  of  public  works 
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and  develop  contracts,  highway  projects  and  so  forth  so  that 
all  of  the  cuts  will  not  fall  on  the  social  programs  that 
benefit  the  poorest  in  our  land. 

There  are  more  questions  that  could  and  probably 
will  be  asked.  We  of  the  congressional  delegates  on  a 
bipartisan  or  better  on  a  non-partisan  basis  look  forward 
to  your  expert  guidance .  We  in  Pittsburgh  are  proud  that 
you  have  chosen  our  city  in  which  to  present  this. 

Thank  you,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you  very  much,  Mr.  Moorehead . 
At  this  time  I  would  like  to  introduce  the  senior  Senator 
from  Connecticut,  Senator  Ribicoff. 

SENATOR  RIBICOFF:  Mr.  Secretary,  it  is  a  privi¬ 
lege  to  be  here  with  men  and  women  of  your  intelligence 
and  experience.  As  I  said  last  night,  we  are  here  to 
listen  and  to  learn  hopefully  in  a  meeting  such  as  this 
on  the  27th  or  28th  of  September  that  some  suggestions 
that  relate  to  an  action  program  by  the  Executive  Branch 
and  the  Congress  and  the  people  of  this  country.  I  know 
this  will  be  a  most  stimulating  day. 

Thank  you,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you,  Senator. 

The  next  item  on  the  agenda  is  a  presentation 
on  the  state  of  the  economy  by  Dr.  William  Fellner,  member 
of  the  Council  of  Economic  Advisors.  Mr.  Fellner. 


27 


MR.  FELLNER:  Here  and  in  the  countries  abroad 
inflation  has  developed  and  has  accelerated  because  of 
excessive  concern  with  short-term  advantages  and  insuf¬ 
ficient  concern  with  longer  run  costs.  This  is  the 
main  lesson  to  be  derived  from  the  recent  experience 
in  the  United  States  and  abroad. 

The  public  underestimated  the  inflation  rate 
for  many  years  and  under  the  influence  of  steeply 
rising  money  incomes  it  has  entered  commitments  in  the 
expectation  of  more  real  income  than  was  available . This 
has  been  true  particularly  during  the  past  few  years 
when  the  country's  terms  of  trade  with  the  rest  of 
the  world  were  deteriorating  and,  in  addition,  the 
nonfarm  sector's  terms  of  trade  with  the  farm  sector 
were  worsening.  When  corrected  for  inflation,  both 
the  recent  wage  trends  and  the  recent  profit  trends 
have  been  disappointing. 

We  shall  have  to  go  through  an  uncomfortable 
period  of  adjustment  to  get  back  to  normalcy  but 
nothing  one  would  call  a  crisis  is  in  the  offing  unless 
serious  mistakes  are  made  which  it  is  quite  possible 
to  avoid.  Contacts  with  persons  of  experience  and 
judgment  in  various  occupations  are  essential  to  make 
sure  that  such  mistakes  are  indeed  avoided  and  that 
all  useful  ideas  get  a  hearing.  The  present  conference 
is  one  of  several  serving  this  important  purpose . 

Turning  to  the  outlook  for  the  immediate 
future,  we  expect  little  change  in  the  real  output 
during  the  remainder  of  the  year  and  early  in  1975. 

Also,  partly  as  a  result  of  less  favorable  crop  pros¬ 
pects  than  had  been  hoped  for,  we  expect  that  the 
reduction  of  the  rate  of  general  price  increase  will 
be  slow.  But  given  the  necessary  restraint  in  shaping 
our  monetary  and  fiscal  policies  the  inflation  rate 
should  start  decelerating  appreciably  once  the  raw- 
material  price  increases  have  worked  their  way  through 
the  price  structure.  This  will  in  fact  be  so  unless 
in  the  meantime  the  money  wage  trend  should  accelerate 
in  such  a  way  as  to  block  the  restoration  of  healthy 
real  wage  trends  through  a  sufficient  reduction  of 
the  rate  of  price  increase.  It  is  in  the  common  interest 
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of  all  elements  in  the  population  to  avoid  such  a  self- 
defeating  money  wage  and  price  escalation.  All  responsible 
decision  makers  are  aware  of  this. 

There  is  general  awareness  also  of  the  need  to 
reduce  tensions  in  the  credit  market.  The  tighter  fiscal 
policy  toward  which  we  are  determined  to  move  could  make 
a  considerable  contribution  to  easing  credit  conditions 
because  it  will  reduce  the  role  of  the  Government  as  a 
borrower  of  funds  and  reduce  the  strain  which  government 
operations  cause  in  the  market. 

Having  thus  arrived,  Mr.  Secretary,  to  the  point 
that  fiscal  policy  programs  are  raised,  I  yield  to  our 
friend,  Mr.  Scott,  who  sits  next  to  me. 
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SECRETARY  DENT:  We  are  fortunate  to  have  with  us 
today  Associate  Director  of  the  Office  of  Management  and 
Budget ,  Walter  Scott ,  who  will  present  an  overview  of  the 
Federal  budget. 

MR.  SCOTT:  Thank  you,  Mr.  Secretary. 

I  hope  you  will  defer  the  three-minute  limit 
although  I  hope  that  is  not  necessary. 

SECRETARY  DENT:  Mr.  Scott  will  also  take 
questions  on  his  presentation  afterwards. 

MR.  SCOTT:  Dr.  Fellner  has  led  into  this  brief 
presentation  of  fiscal  policy.  Let  me  expand  and  perhaps 
give  you  a  better  understanding  of  the  budget  and  how  it 
works  and  in  terms  of  our  cutting  it  substantially  in  the 
shortrun . 


I  would  like  to  take  you  to  where  we  are  and  how 
we  got  there  and  a  little  bit  of  the  nature  of  the  budget 
so  we  can  develop  an  understanding  of  the  budget  as  well 
as  political  implications  which  exist  for  major  budget  cuts. 
I  had  hoped  we  could  project  some  slides  and  I  am  told 
those  are  washed  out.  There  are  some  charts  on  view  which 
I  will  try  to  cover. 

The  first  chart  relates  to  Federal  budget  outlays 
in  the  period  1961  through  1975  in  both  constant  and  current 
dollars.  As  you  can  see,  Federal  outlays  tripled  over  the 
past  decade  and  a  half.  In  1961,  the  Government  spend  under 
$100  billion;  in  1975,  it  is  estimated  to  spend  close  to 
$300  billion. 

The  growth  in  Federal  outlays  is  very  different 
as  you  consider  the  impact  of  rising  prices.  The  constant 
1975  dollars  in  Federal  outlays  rose  50  percent  from  1961 
to  1968  and  since  that  time  they  have  been  relatively 
stable . 


Now,  1968  is  the  key  year  because  that  is  the 
time  we  with  the  greatest,  began  bread  and  butter  strategy. 

Now,  we  move  to  the  next  chart.  This  lays  out 
the  Federal  outlays  as  a  percentage  of  GNP.  Again,  over 
the  15-year  period,  we  can  see  outlays  of  range  rather 
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substantially  from  about  18  percent  up  to  about  21-1/2 .  Again, 
1968  represented  a  high  in  terms  of  the  proportion  of 
Ajnepican  productive  assistance  which  was  being  delegated 
to  government  kinds  of  services. 

While  a  proportion  of  GNP  government  spending 
declined  somewhat  since  1968,  it  is  obviously  not  going 
back  to  the  levels  prior  to  the  Viet  Nam  buildup.  The  story 
for  1975  could  be  a  little  lower  than  this  if  we  are  in 
fact  successful  in  achieving  some  of  the  budget  that  is 
under  consideration  now. 

The  next  chart  lays  out  the  composition  of  real 
Federal  outlays.  As  you  can  see,  the  flat  budget  figures 
since  1968  have  substantial  changes  in  the  spending  patterns. 
Essentially,  the  wind-down  from  Viet  Nam  has  provided  the 
dollars  with  which  to  expand  the  individual  grants  since 
that  time. 


The  1975  budget  level  defense  spending  is  the 
lowest  level  at  any  time  since  the  Korean  buildup;  it  has . 
gone  from  46  percent  of  the  budget  in  1961  to  2 9  percent  in 
1975.  Military  manpower  has  been  cut  from  a  high  of  $3.5 
million  in  service  to  $2.4  million  in  1974,  the  lowest  level 

since  1950. 

Individuals  during  this  period  and  now,  the  largest 
category  of  the  budget,  have  increased  from  27  percent  in 
1961  to  54  percent  in  1975  and  constant  prices  paid  to 
individuals  in  1375  are  nearly  triple  the  1961  level. 

Real  and  Federal  grants  from  State  and  local 
governments  rose  by  almost  300  percent  between  1961  and  1973 
and  since  that  have  relatively  established. 

Real  outlays  for  interest  and  other  non-defense 
rose  44  percent  between  1961  and  1968  and  since  then 
declined  steadily  and  are  now  below  the  1961  figures.  This 
looks  like  it  reflects  several  factors  including  the  de-. 
creases  in  spending  for  space  and  foreign  aid  increases  in 
off-short  oil  receipts,  off-short  oil  lands  which  in  the 
jargon  of  the  Federal  budget  are  a  negative  expenditure. 

It  sounds  like  Swiss  corporate  accounting.  Also  this 
decrease  since  1971  reflects  a  rule  of  several  agencies 
from  the  budget  itself. 
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Now,  let's  move  on  to  the  next  chart,  a  more  detailed 
consideration  of  the  composition  of  the  budget.  Also, 
my  understanding  of  what  we  must  do  to  in  fact  cut  the 
budget  below  the  $300  million  figure  for  fiscal  1965  and  move 
toward  a  budget  for  1976. 

I  hope  this  will  give  you  an  idea  of  the  budget 
momentum  which  is  very,  very  difficult  to  arrest  and  whereby 
the  steps  must  be  taken  now  or  promptly  if  in  fact  we  are 
to  move  in  1976  toward  budget  balance. 

This  is  a  somewhat  unusual  way  to  look  at  the 
budget  but  we  think  it  will  help  you  to  characterize  the 
programs  and  the  problems  in  achieving  them. 
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The  first  session  of  this  table  lays  out  the 
trifle  obligations  which  are  about  one-fourth  the  total 
budget  outlays.  This  includes  the  interest  on  the  net 
as  well  as  contracts  which  have  been  entered  into  in 
prior  years,  which  the  element  will  be  subject  to  either 
legal  penalties  or  substantial  renegotiation  of  these 
contracts  if  in  fact  it  is  decided  to  have  a  completion 
of  them  or  substantially  modify  their  nature. 

These  might  be  ridges,  it  might  be  one  of  many 
different  kinds  of  items  on  which  the  commitments  have 
been  made  in  previous  years. 

The  second  major  category,  one-hundred  forty- 
two  billion  dollars,  covers  the  programs  which  are  largely 
related  to  individuals.  These  include  social  security, 
general  revenue  sharing  programs  and  such  as  that. 

This  requires  changes  and  basic  legislation 
establishing  payment  levels,  et  cetera. 

As  you  can  see,  roughly  70  percent  of  the 
budget  for  1975  is  in  these  mandatory  kinds  of  spending 
figures.  The  remaining  30  percent  is  in  discretionary 
outlays . 


Defense  outlays,  which  account  for  about  60 
percent  of  the  remaining  outlays,  are  mostly  personnel 
costs.  You  can  see  from  the  $37  million  figure  that 
to  substantially  reduce  this  figure  would  suggest 
changes  in  the  basic  troop  structure  of  our  commitments 

abroad. 


As  you  are  aware,  the  President  is  committed 
to  maintaining  a  strong  defense  structure  and  it  is 
probable  in  this  case  that  this  will  decrease  somewhat 
as  a  result  of  Congressional  action  on  the  part  of  the 
defense  appropations  which  are  now  taking  place. 

Now  with  the  $35  billion  which  is  left  you 
have  discretionary  programs,  non-defense,  and  it  is 
mostly  gain  personnel.  As  you  may  have  read  in  the 
newspapers  or  in  the  recent  cut  of  government  personnel 
announced,  which  is  perhaps  a  modest  40,000  personnel 
level,  which  will  result  in  savings  of  approximately 
$300  million  a  year,  we  are  now  involved  in  that. 
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It  may  be  interesting  for  you  to  note  that 
essentially,  aside  from  the  federal  government 
civiilisn  personnel  it  is  the  same  approximately 
in  size  as  it  was  during  the  1940 's.  It  has  been 
relatively  constant  throughout  this  period  as  most 
of  the  growth  within  government  is  taking  place  in 
transfer  payments  and abllar  transfers  which  are 
essentially  not  particularly  the  subject  of  this 
meeting . 


I  might  mention  as  an  aside  the  number  of 
people  involved  in  state  and  local  governments  during 
that  same  period  has  grown  from  three  million  people 
to  about  eleven  and  one-half  million  people. 

The  final  item  you  can  see  in  this  chart 
lists  offsets  which  includes  the  offshore  oil  lands 
contribution  for  retirement  funds  and  items  of  that 
kind . 


Now,  the  next  chart.  Discretionary  Outlays, 
we  get  a  better  handle  on  the  kinds  of  things  we  would 
have  to  cut  if  in  fact  we  are  going  to  make  major  cuts 
within  the  1975  and  1976  budget.  These  are  the 
programs  that  are  essentially  the  easiest  to  cut. 
Nevertheless,  unfortunately,  as  you  look  at  them, 
more  than  half  of  these  began  the  social  kinds  of 
programs  others  may  relate  to  the  atomic  energy. 

Project  Independence  and  more  priority  in  developing 
the  energy  self-sufficiency  we  are  shooting  for  in  1980. 

Perhaps  to  give  you  a  handle  on  these  figures 
and  the  unfortunate  still  difficulties  underlying 
substantial  cuts  within  them  is  looking  at  the  federal 
aid  to  highways  which  is  $700  million.  This  implies 
that  we  will  terminate  the  program  this  year.  The 
is  in  the  budget  as  a  $4.6  billion  figure 
but  because  of  the  fact  that  we  had  only  spent  15 
percent  of  the  first  year  savings  in  that  first  year  is 
$700  million  instead  of  $4.6  billion  figure  that  I 
mentioned . 

The  secondary  item  we  should  took  at  are 
opportunities  where  the  practical  impact  of  those  cuts 
is  very,  very  troubling  unless  the  program  is  recovered 
in  the  next  chart. 
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You  can  see,  then,  the  programs  for  individuals 
accunt  for  94  percent  of  these  outlays.  Obviously,  this 
is  a  very  difficult  area  to  cut  and  particularly  so 
because  two-thirds  are  paid  to  individuals  in  Medicare 
and  retirement  benefits.  Inflation  at  unacceptable 
levels,  the  propriety  of  cutting  these  kinds  of  areas 
is  very,  very  difficult. 

All  of  these  I  mentioned  previously  —  legislation 
required  to  amend  the  entitlement  levels  or  the  types  of 
people . 


I  notice  in  going  through  these  charts  they 
provide  some  perspective  on  the  federal  budget  and  what 
it.  represents.  Obviously,  we  have  a  major  task  confronting 
us  if  we  are  to  succeed  in  using  the  expenditure  side  of 
the  budget  as  one  of  the  key  tools  in  dealing  with  inflation. 
It  is  very,  very  difficult  in  our  decisions  to  have  to  be 
made  in  terms  of  the  priorities  within  any  given  expenditure 
level.  It  will  require  a  major  commitment  on  the  part  of 
the  Congress  in  terms  of  restoration  to  make  a  program  of 
this  kind  successful. 

Thank  you. 

As  Secretary  Dent  said,  I  will  be  pleased  to  try 
to  answer  any  questions  which  you  may  have. 

SECRETARY  DENT:  Do  we  have  any  questions? 
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QUESTION: 


MR.  SCOTT:  Yes. 

QUESTION:  Mr.  Chairman,  Mr.  Scott  mentioned  the 

troop  level  withdrawal.  Does  it  relate  more  to  the  mili¬ 
tary  establishment? 

MR.  SCOTT:  Well,  the  two  are  obviously  related 
as  well  as  the  forces  stationed  abroad  either  MATO  or  South¬ 
east  Asia  or  whatever  they  may  be.  The  particular  level 
of  troop  support,  if  in  fact  we  determine  that  it  was 
necessary  and  desirable  to  in  fact  reduce  those  levels,  that 
would  suggest  a  requirement  to  in  fact  be  pulling  some  of 
those  in  doing  away  with  some  of  those  troops  abroad  in 
this  country. 

QUESTION:  What  is  the  total  cost  of  the  military 

in  Europe? 

MR.  SCOTT:  It  is  a  very  sizeable  proportion  in 
terms  of  the  personnel. 

SENATOR  NUNN:  It  is  very  difficult  to  answer  that 
because  it  interrelates  where  you  are  talking  about  our 
committment.  The  committment  will  obviously  include  stra¬ 
tegic  weapons  that  are  included  in  the  Mediterranean,  some 
all  over  the  world. 

If  you  are  talking  about  total  NATO  committment 
as  computed  by  DOD,  it  will  be  about  $17  billion  per  year. 
That  includes  many  troops  that  are  here  that  are  committed 
to  Europe  in  the  event  of  hostilities,  what  they  call 
two  plus  ten,  it  has. 

Now,  when  you  get  down  to  our  actual  outlays  for 
our  European  troops  in  Europe  including  the  Mediterranean 
fleet,  you  have  about  $4  billion  per  year  but  when  you  get 
total  balance  of  payment,  part  of  it  you  have  about  $2.2 
fri-Hion  per  year.  As  you  know,  now  we  have  a  compulsory 
offset  passed  by  Congress  last  year  tnat  requires  our 
European  allies  to  completely  have  our  balance  of  payment 
deficit.  That,  Mr.  Scott,  is  $2.2  billion.  That  relates 
to  the  balance  of  payment  detriment  by  reason  of  our  NATO 
commitment. 
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There  are  some  critics  that  say  that  should  be 
$30  billion  and  that  gets  into  all  manner  of  debate  of. 
what  we  are  really  committed  to  NATO,  what  we  are  committed 
to  our  own  defense.  In  my  opinion,  the  two  are  interrelated. 

MR.  SCOTT:  It  seems  an  important  element  to  get 
across  here  is  not  necessarily  justifying  our  not  justifying 
the  social  programs  or  whatever  it  may  be  but  for  you  to 
understand  that  a  very,  very  difficult  kind  of  trade-off 
decisions  which  we  are  going  to  have  to  make  in  terms  of 
where  and  how  we  are  spending  Federal  dollars  while. most  of 
us  look  at  a  budget  which  now  stands  at  a  $304  billion 
figure  and  say  well,  you  can  just  skim  off  10  percent  for 
inefficiency . 

Unfortunately,  it  does  not  work  that  way.  Some 
very  fundamental  antagonizing  is  going  to  have  to  take  place 
if  in  fact  we  are  to  cut  any  meaningful  dollars  out  of 
this  budget.  Major  efforts  are  always  underway  and  will 
continue  to  in  fact  get  the  fat  out  of  the  budget  and  there 
is  loss  of  it  there  that  is  ripe  for  this  kind  of  an  effort. 

If  we  are  going  to  promptly  get  big  chunks  out, 
it  is  going  to  require  exact  legislation  and  decisions 
whether  we  should  increase  or  decrease  the  program  and  so 
on. 

SENATOR  BEALL: 


MR.  SCOTT:  The  Federal  revenues  as  you  know  have 
been  substantially  fluctuating  much  more  substantially 
than  unfortunately  than  half  the  expenditure  side  of  the 
budget  with  the  built-in  factors. 

The  revenue  side  of  the  budget  this  year  will  be 
close  to  $294  billion  figure  and  for  next  year  it  is  pre¬ 
sently  projected  slightly  $330  billion. 

Now,  just  keeping  in  place  the  programs  that  we  have 
encompassed  in  the  present  legislation  and  in  the  1975  . 

budget,  the  budget  which  I  indicated  is  about  $305  billion 
right  now  is  keeping  this  same  program  without  any  expansion 
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in  program  which  will  give  us  a  $340  billion  figure  in 
fiscal  1976.  So  the  upward  pressures  are  just  immense  and 
the  pressures  that  are  recent  expenditures  at  least  is  not 
healthy ,  naturally  graw  faster  than  the  revenue  side  unless 
we  can  take  some  steps  to  alter  that. 

SENATOR  BEALL:  Does  that  increase  the  increased 
cost  of  inflation? 

MR.  SCOTT:  No. 

SENATOR  NUNN:  Let  me  make  one  further  comment 
on  this  NATO  world-wide  troop  commitment.  If  we  are  going 
to  debate  this  rationally  in  months  or  years  to  come  ,  I 
don  t  think  we  have  in  the  past  few  years,  particularly  on 
the  NATO  withdrawal.  There  are  two  separate  questions  that 
have  to  be  addressed  separately. 

Number  one,  what  should  the  overall  level  of  our 
troop  commitment  be  in  terms  of  our  own  national  security, 
independent  of  where  they  are  stationd?  That  ought  to  be  a 
question  that  we  can  debate  in  terms  of  what  we  see  as  our 
own  national  security  . 
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Then,  second,  a  component  which  ultimately  is 
separate  is  once  you  arrive  at  that  total,  where  should 
they  be  stationed  because  if  you  keep  debating  the  two 
at  once,  you  confuse  the  issue  beyond  almost  any  possible 
rationale.  It  does  not  really  do  good  to  bring  troops 
home  from  Europe  or  Korea  in  terms  of  budgetary  outlays 
if  they  are  not  going  to  be  taken  out  of  the  service, 
you  are  going  to  bring  them  back  and  put  them  hopefu  y 
at  Fort  Benning,  Georgia,  it  does  not  do  any  good  unless 
you  get  them  out  of  the  service  because  there  are  many 
places  in  the  world  where  they  can  be  maintained  and  kept 
and  housed  cheaper  than  they  can  in  this  country. 


Now,  that  does  not  mean  that  I  am  for  keeping 
them  all  overseas  but  I  do  think  you  have  to  divorce  those 
two  things  and  you  have  to  have  them  separately  if  you  are 
going  to  have  any  meaningful  comparison. 

In  Europe  for  instance ,  right  now  Germany  is 
putting  up  the  cost  of  the  barracks.  We  would  have  to 
build  new  barracks  all  over  this  country  or  wherever 
they  were  going  to  be  stationed  if  you  brought  them  bac  . 
Unfortunately,  those  two  things  have  been  so  intertwined 
that  we  have  not  had  any  meaningful  debate. 


MR.  MOORHEAD:  Would  the  gentleman  yield? 


SENATOR  NUNN:  Yes. 

MR.  MOORHEAD:  I  think  that  is  demonstrated  in 

the  presentation  that  you  said  non-defense  is  the  easiest 
to  cut  and  then  you  give  us  a  table  on  the  non  defense 
outlays.  I  think  I  would  like  to  have  seen  table 
which7 is  defense  outlays,  so  the  rest  of  us  could  rationally 
debate  where  and  how  and  in  what  we  could  make  reasonable 
cuts  in  that  area. 

MR.  SCOTT:  That  is  not  included  because  of  the 
fact  that  is  the  single  type  of  item  among  the  potpourri 
of  types  of  items  of  the  lots  of  different  programs  m  the 

area . 

SECRETARY  DENT:  Are  there  any  questions  from  the 
private  sector  concerning  the  Federal  budget  presentation. 
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QUESTION:  I  had  a  question  on  the  figure  that 

I  have  in  my  statement  today  which  was  $30  billion.  You 
have  $33  billion.  Evidently,  I  am  wrong. 

MR.  SCOTT:  The  figure  in  here  is  the  figure 
which  is  included  in  the  budget  which  excludes  —  it  is 
the  net  figure  so  some  of  it  has  some  thrust  on  it. 

SECRETARY  DENT:  Are  there  any  other  questions? 

We  then  assume  the  Federal  budget  is  thoroughly 
understood  in  the  private  sector  and  we  will  move  on  to 
a  discussion  of  the  issues,  the  questions  presented  in 
writing  by  the  president  to  the  delegates  as  well  as 
addressing  the  goals  of  the  meeting. 

I  would  like  at  this  time  then  to  shift  to  the 
private  sector  presentation  and  call  on  Mr.  John  Connor, 
Chairman  of  Allied  Chemical  Corporation  as  our  first  speaker. 

MR.  CONNOR:  Thank  you  Secretary  Dent. 

I  am  at  microphone  eight. 

I  will  summarize  briefly  the  statement  that  I 
have  already  given  for  the  record. 

Secretary  Dent,  my  thanks  go  out  to  the  President 
and  you  for  this  opportunity  to  present  my  personal  views 
on  a  possible  anti-inflation  program.  As  you  will  see, 
my  views  differ  from  many  others  in  industry.  In  fact,' 
they  differ  even  from  those  of  some  of  my  Allied  Chemical 
management  associates. 

First  of  all,  I  wish  to  compliment  the  President 
for  calling  these  meetings.  Too  often  in  the  past  the 
business  community  has  seen  government  intervention  into 
business  activities  without  any  opportunity  for  prior 
discussion.  It  is  no  fun  being  in  on  crash  landings  and 
not  the  takeoffs.  Therefore,  we  welcome  this  opportunity 
to  have  a  constructive  dialogue  out  of  which  may  come,  if 
not  a  consensus,  then  some  helpful  ideas,  suggestions  and 
concepts  for  consideration  by  the  President  and  the  Congress. 


The  background  of  the  current  economic  dilemma 
has  been  adequately  documented  by  others,  such  as  the  NAM 
and  I  will  not  review  the  unwise  fiscal  and  monetary  decisions 
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in  "the  last  "ten  years  that  have  had  such  serious  inflationary 
consequences.  It  does  seem  to  me  that  the  more  recent  tight 
fiscal  controls  and  even  tighter  money  policies  have  produced 
the  anti-inflation  results  desired  by  those  Federal  Government 
officials  responsible  for  the  programs.  But,  I  question 
whether  continuation  of  these  policies  for  much  longer  is 
advisable  or  even  possible. 

These  controls  have  already  produced  a  drastic 
reduction  in  home  building  and  a  slowing  down  of  construction 
activities  in  public  utilities  and  other  industries;  a  decline 
in  consumer  spending,  particularly  for  big  ticket  items 
such  as  automobiles;  rising  unemployment  which  probably 
will  reach  a  dangerous  level  early  next  year;  a  rising  number 
of  bankruptcies,  particularly  in  small  businesses;  and  the 
chaos  that  now  prevails  in  our  free  market  for  equity  and 
debt  issues. 

Now  we  are  in  a  stage  where  the  high  cost  of 
money  that  must  be  paid  by  individuals  and  businesses 
requiring  bank  loans  has  itself  become  a  serious  inflationary 
factor  when  reflected  in  the  cost  of  goods  and  services. 

Still,  the  wholesale  and  consumer  indices  go  higher  and 
higher. 

Realizing  that  the  economic  purists  still  insist 
that  we  wait  for  the  boom  of  the  past  several  years  to  turn 
into  a  bust  before  any  change  in  policy  direction  is  taken, 

I  suggest  that  this  current  situation  does  not  represent  a 
classic  model  of  the  normal  swing  of  the  business  cycle.  it 
is  much  more  than  that  because  of  the  growing  world-wide 
recession,  characterized  by  growing  deficits  in  balances  of 
payments  and  balances  of  trade  for  many  nations. 

The  rapidly  proliferating  immediate  crisis  is  a. 
reflection  of  the  high  crude  oil  prices  the  energy  consuming 
nations  must  pay.  It  is  becoming  all  too  clear  that  the 
impending  bust,  when  it  comes,  will  be  world-wide  m  scope 
and  beyond  the  competence  of  free  market  forces  to  repair. 

Because  of  the  persistence  of  a  strong  belief  in 
official  quarters  of  the  continuing  need  for  tight  money  and 
balanced  budget  policies,  we  must  assume  that  these  policies 
will  continue  and  thus  the  recessionary  trends  will  worsen 
for  at  least  the  next  three  to  six  months. 
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Nevertheless,  I  want  to  state  my  conviction  that  the 
Federal  Reserve  Board  should  start  moderating  its  tight  money 
policy  immediately  to  stop  the  developing  liquidity  crisis. 

The  Board  should  not  go  to  the  extreme  easy  money  policy  it 
followed  in  1972,  but  should  loosen  up  just  enough  —  say, 
eight  percent  instead  of  six  percent  growth  in  money  supply  -- 
to  show  a  reversal  in  trend. 

In  view  of  the  unprecedented  nature  of  this 
economic  crisis ,  I  suggest  the  need  for  contingency  planning 
starting  right  now  to  be  ready  to  cushion  and  then  reverse 
the  impacts  of  a  serious  recession.  Specifically,  I  see 
the  need  for  federally  supported  public  service  and  public 
works  activities  to  cope  with  the  rising  unemployment 
problem,  which  by  the  second  quarter  of  1975,  in  my  opinion, 
will  rise  above  siven  percent  nationally,  and  to  much  higher 
levels  in  some  of  our  largest  urban  centers.  I  see  the 
need  for  further  financial  assistance  to  small  businesses 
and  possibly  the  creation  of  a  new  RFC  to  save  thousands 
of  business  firms  from  bankruptcy.  I  see  the  need  for 
measures  designed  to  promote  the  flow  of  available  bank 
funds  where  they  will  be  needed  most  in  the  national  interest. 

Beyond  that,  I  see  no  need  for  additional  financial 
incentives  to  the  business  community,  even  to  overcome 
the  many  shortages  of  materials  and  supplies  that  now  exist 
in  our  national  economy.  But  we  emphatically  do  need  to 
retain  the  present  programs  that  help  us  expand  inadequate 
production  levels  for  many  materials  and  products  in  short 
supply,  such  as  the  seven  and  a  half  percent  investment  tax 
credit,  the  present  Asset  Depreciation  Range,  the  oil  and 
mineral  depletion  allowances  and  the  export  incentive  program, 
DISC. 


All  existing  uncertainties  about  their  continuance 
should  be  resolved  and  replaced  by  firm  commitments  by  the 
Administration  and  the  Congress  to  leave  them  in  place  for 
at  least  two  years. 

The  inflationary  uncertainty  about  the  possible 
reimposition  of  economic  controls  should  be  resolved  and 
replaced  by  a  firm  commitment  that  such  controls  will  not  be 
reinstated.  The  increasing  supply  of  many  goods,  plus  the 
lowering  of  demand  as  the  recession  progresses,  should  soon 
put  an  effective  lid  on  further  price  increases,  except 
for  food  and  oil  and  natural  gas  where  shortages  will  persist 
for  some  time. 
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The  net  effect  of  the  spending  programs  I  am 
suggested  would  be  to  raise  federal  expenditures  somewhat 
above  fiscal  1974-1975  levels,  but  courageous  reductions 
by  the  Administration  and  the  Congress  in  other  federal 
expenditure  programs  should  hold  the  increase  to  about 
five  percent  in  fiscal  year  1975-1976. 

Of  course,  in  the  kind  of  critical  economic 
climate  I  have  described,  we  must  expect  a  fall-off  in 
federal  corporate  and  personal  tax  receipts.  Therefore, 

I  consider  it  unwise  to  become  firmly  committed  to  a  balanced 
budget  at  this  time. 

I  would  like  to  emphasize  one  problem  of  overriding 
importance  that  must  have  early  attention.  In  the  last  year 
we  have  experienced  the  results  of  the  effective  emergence 
of  an  energy  cartel  among  the  third  world  oil  producing 
countries  —  OPEC  —  which  has  restricted  the  supply  of 
crude  oil  and  raised  costs  of  all  forms  of  energy  to 
unprecedented  levels  in  the  industrialized  nations.  Other 
raw  material  supplying  nations  with  similar  leverage  are 
endeavoring  to  follow  the  OPEC  example. 

The  situation  is  now  at  the  crisis  point,  not 
only  in  the  United  States  but  throughout  the  world.  It 
requires  rigorous,  significant  and  concentrated  measures 
to  correct.  The  alternative  to  stern,  disciplined  and 
cooperative  action  by  the  oil-consuming  nations  now  is  world¬ 
wide  economic  catastrophe  of  unprecedented  proportions. 

The  problem  is  world-wide,  encompassing  developed 
and  underdeveloped  nations  alike,  because  of  the  interdepen¬ 
dency  that  has  developed  between  nations  as  both  sources  of 
materials  and  markets  for  goods.  Hence,  a  single  nation's 
efforts  to  resolve  the  problem  will  not  be  effective. 

In  my  opinion,  these  conditions  call  for  direct 
Government-to-Government  negotiations.  No  one  private  U.S. 
petroleum  company  can  handle  the  problem,  particularly  since 
the  corporations  doing  business  differ  from  country  to 
country,  and  our  antitrust  laws  prohibit  the  petroleum 
companies  from  acting  in  concert.  We  need  a  much  more 
effective  organization  of  United  States  Government  efforts 
to  conduct  Government-to-Government  negotiations  on  a 
continuing  basis  to  obtain  price  reductions  and  adequate 
supplies  and  to  manage  the  monetary  consequences  of  the 
rapid  shift  of  the  world's  wealth  from  the  industrialized 
countries  to  a  comparatively  few  oil-producing  nations. 
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Also,  our  Federal  Government  must  manage  the 
nation’s  energy  conservation  programs  and  must  subsidize  a 
large  part  of  our  national  program  for  expanding  coal  and 
nuclear  power  activities  to  become  less  dependent  on  foreign 
crude  oil  by  1980. 

As  part  of  that  energy  conservation  effort,  the 
President  should  ask  Congress  to  ease  the  intolerable  financial 
burden  of  the  anti-pollution  programs,  especially  since  there 
is  a  shortage  of  capital  now  and  for  the  next  five  years 
when  present  laws  hit  hardest.  Consideration  should  also 
be  given  to  allowing  pollution  control  expenditures  to  be 
tax  deductible  in  this  period  of  capital  shortages,  and 
thus  ease  the  capital  burden  on  corporations  and  municipalities. 

In  summary,  in  my  opinion,  we  are  rapidly  approaching 
an  economic  crisis  of  unprecedented  proportions.  All 
elements  of  our  society  will  need  the  cooperation,  under¬ 
standing  and  help  of  the  executive  and  legislative  officials 
of  our  Federal  Government  in  order  to  pass  through  the  crisis 
period  reasonably  well  and  in  a  reasonable  time. 

Even  with  that  help,  my  personal  opinion  is  that 
we  will  never  again  return  to  the  "normalcy"  we  knew  in 
earlier  periods  because  the  continuing  and  growing  energy 
problems  will  make  that  impossible. 

Nevertheless,  we  owe  it  to  ourselves  and  succeeding 
generations  and  to  people  all  over  the  world  to  manage  our 
problems  and  opportunities  as  best  we  can,  even  in  a  rapidly 
changing  and  worsening  economic  environment. 

SECRETARY  DENT:  Thank  you,  Mr.  Connor,  very  much 
for  the  initial  statement. 

The  press  has  indicated  if  they  could  have  fore¬ 
warning  it  would  be  useful  so  we  will  call  on  the  second 
speaker  in  a  moment.  We  hope  that  the  third  will  prepare 
himself  and  I  suggest  Mr.  Debutts  be  number  three. 

At  this  time,  however,  we  would  like  to  call  on 
a  Pittsburgh  businessman  well  known  all  over  the  country, 

Mr.  John  Harper  of  Alcoa. 

MR.  HARPER:  Thank  you,  Mr.  Chairman. 
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MR.  HARPER:  Mr.  Secretary,  distinguished  Members 
of  Congress,  and  fellow  concerned  citizens:  Inflation, 
high  interest,  no  growth  —  our  present  economic  difficulties, 
did  not  emerge  overnight.  They  have  been  accumulating  through¬ 
out  the  past  decade.  They  result  from  a  conbimation  of 
economic  policies  pursued  during  most  of  that  time ,  and 
earlier. 


During  that  decade,  spending  by  the  Federal 
Government  exceeded  its  revenues  by  more  than  $100  billion. 
This  accumulated  budget  deficit,  financed  largely  through 
the  commercial  banking  system,  caused  the  money  supply 
and  bank  credit  to  expand  nearly  50  percent  faster  than 
the  real  output  of  goods  and  services.  Obviously,  the  price 
level  could  do  nothing  but  go  up. 

Stimulation  of  the  economy  through  budget  deficits 
and  excessive  expansion  of  money  and  credit,  was  combined 
with  a  futile  effort  to  hold  back  inflation  through  wage 
and  price  controls,  which  not  only  didn’t  work  but  led  to 
actual  shortages. 

I  am  sure  that  any  attempt  to  renew  those  policies 
would  inevitably  make  our  situation  much  worse.  I  believe, 
however,  that  there  are  some  measures  that  can  bring  about 
improvement.  I  am  filing  a  statement  that  will  explain 
my  proposals  in  some  detail.  This  statement  includes 
availability  of  raw  materials  as  this  relates  to  imports. 

The  oil,  steel,  and  the  aluminum  industries  are  already 
confronted  with  problems  in  this  area,  problems  that 
ultimately  will  affect  every  American  industry  and  demand 
that  an  effective  national  materials  policy  be  established. 
In  my  remaining  time,  let  me  highlight  those  measures 
which  I  feel  can  bring  about  improvement  in  our  present 
situation . 


First,  a  very  sharp  reduction  in  government 
spending  is  absolutely  essential  if  we  ever  hope  to  bring 
inflation  under  control  and  return  to  a  suitable  growth 
path  in  our  nation's  output.  Further,  such  a  gross  cut¬ 
back  would  permit  some  tax  relief  for  low  income  people 
who  have  suffered  the  most  from  rising  prices  of  essential 
goods  and  services.  We  should  provide  this  tax  relief 
because  of  the  direct  benefits  it  offers  to  low  income  people. 
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It  is  equally  urgent  to  eliminate  budget  deficits,  which  tax 
the  poor  with  inflation . 

Second,  we  should  continue  to  constrain  the  growth 
of  the  money  supply  and  bank  credit  below  rates  that  have 
prevailed  in  recent  years.  Some  easing  of  monetary  policy 
is  now  in  order  to  lessen  the  possibility  of  a  credit  crunch, 
but  we  ought  to  be  very  careful  not  to  return  to  the 
inflationary  money  supply  increases  of  the  past  two  years. 
Inflation  is  commonly  defined  as  "too  much  money  chasing  too 
few  goods."  That's  precisely  what  is  wrong  with  us  today. 

Third,  the  latter  half  of  that  definition  is  a  real 
problem,  and  ways  must  be  found  to  increase  production  of 
materials  now  in  short  supply,  to  meet  our  future  as  well  as 
our  current  needs.  Manufacturing  industries  and  utilities 
desperately  need  capital  to  finance  their  ability  to  satisfy 
the  demands  of  a  growing  population.  Unless  we  can  stimulate 
capital  formation,  there  is  no  way  that  we  can  expand  production 
sufficiently  to  overcome  basic  shortages,  provide  enough 
employment,  improve  our  productivity,  relieve  upward  price 
pressures,  and  maintain  or  raise  our  overall  standard  of 
living. 


Finally,  we  should  resist  any  urge  to  repeat  our 
past  mistake  and  reimpose  mandatory  wage-price  controls.  Not 
only  have  such  controls  never  curbed  inflation  either  at  home 
or  abroad,  but  they  also  have  actually  compounded  the  problem. 
Production  distortions  ultimately  occur,  shortages  develop, 
and  when  government  continues  to  pursue  unwise  expansionary 
policies ,  the  ultimate  result  is  the  mess  we  are  in  right 
now.  To  some  innocent,  controls  may  sound  like  an  easy 
solution  to  our  nation's  economic  difficulties.  But  they 
are  not . 


There  are  no  nostrums  or  miracle  drugs  for  our 
ills.  The  path  back  to  a  non-inf lationary ,  steady-growth 
economy  will  be  difficult.  It  will  take  time  and  patience. 
It  will  require  sacrifice  by  all  segments  of  our  economy. 
And,  it  certainly  will  be  worth  the  effort. 

SECRETARY  DENT:  Thank  you,  Mr.  Harper. 

As  I  mentioned,  we  will  nominate  the  man  from 
Eaton  Corporation  to  be  on  deck,  Mr.  deWindt .  At  this  time 
I  call  on  Mr.  Debutts  of  American  Telephone  and  Telegraph. 


MR.  DEBUTTS:  Thank  you,  Mr.  Secretary. 
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HR.  deBUTTS :  Mr.  Secretary,  we  in  the 
telephone  business  are  more  accustomed  to  reminding 
than  being  reminded  that  "your  three  minutes  are  up." 
Nonetheless,  I  do  appreciate  the  opportunity  to  make 
a  brief  statement. 

I  shall  address  myself  principally  to  two 
modes  of  attack  that  seem  to  me  crucial  to  the  success 
of  our  country’s  battle  against  its  twin  economic  foes, 
inflation  and  stagnation.  The  first  calls  for  government 
action  to  encourage  capital  formation,  the  second  for 
renewed  business  and  labor  initiative  to  enhance 
productivity . 

The  urgency  of  action  to  encourage  capital 
formation  has  been  dramatized  by  the  President  of  the 
New  York  Stock  Exchange  in  his  forecast  of  a  $650 
billion  "capital  gap"  or  shortfall  in  savings  to  meet 
investment  requirements  over  the  next  ten  years. 

But  we  don’t  have  ten  years  to  close  that 
gap.  The  problem  is  an  immediate  one.  Particularly 
is  if  so  for  the  utilities  -  the  power  companies,  the 
telephone  companies,  Bell  and  independent,  that  with 
transportation  comprise  the  infrastructure  of  our 
economy . 


If  the  utilities  don't  grow,  the  rest  of 
the  economy  can't.  Telephone  companies,  large  and 
small,  must  act  now  to  assure  that  -  two  years  hence, 
five  years  hence  -  the  plant  will  be  in  place  to 
supply  the  essential  services  we  are  required  by 
law  to  provide.  We  cannot  "wait  out"  today's  high 
capital  costs. 

Inflation  affects  utilities  more  severely 
than  it  does  most  other  industries.  The  $10  billion 
the  Bell  System  is  spending  for  new  construction  this 
year  would  have  cost  us  but  a  little  more  than  $6  billion 
ten  years  ago. 

And  we  must  go  into  the  mcrket  for  these 
dollars  in  a  period  of  intense  competition  for  capital 
that  has  pushed  interest  costs  for  AAA  securities  above 
the  ten  percent  level. 
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What  seems  to  me  most  urgent  is  that  the 
Administration  and  the  Congress  address  themselves 
now  to  permanent  measures  that  will  encourage 
investors  to  invest  and  enhance  industry's  ability 
to  attract  and  generate  the  capital  it  nees  to  build 
the  production  capacity  that  is  needed  to  bring 
supply  more  in  line  with  demand. 

More  specifically,  investors  would  be 
encouraged  to  invest  if  tax  rates  and  holding 
periods  on  capital  gains  and  losses  were  liberalized. 

And  investors  would  be  encouraged  to  invest,  I  believe, 
were  some  sort  of  rollover  provision  enacted  that  would 
allow  investors  -  as  we  do  with  the  sale  and  purchase 
of  residences  -  to  defer  payment  of  taxes  on  the  gain 
from  a  sale  of  capital  securities  if  the  proceeds  are 
reinvested  within  a  relatively  short  period. 

Also,  it  appears  to  me  that  exempting 
reinvested  share  owner  dividends  from  taxes  would 
provide  a  powerful  incentive  toward  increased  capital 
formation,  at  the  same  time  providing  a  strong  signal 
that  public  policy  favors  broad  base  of  individual 
participation  in  the  ownership  enterprise. 

I  also  urge  attention  to  measures  that  would 
permit  industry  to  meet  more  of  its  capital  requirements 
from  internal  sources.  Specifically,  permitting 
utilities  to  apply  the  investment  tax  credit  at  the 
same  level  applicable  to  other  industries  would 
facilitate  more  rapid  translation  of  new  technology 
into  service  to  the  public.  So,  too,  would  measures 
to  assure  the  adequacy  of  depreciation  rates.  In  this 
connection,  proposals  to  eliminate  the  Asset  Depreciation 
Range  system  -  ADR  -  seem  to  me  precisely  the  wrong  way 
to  go.  Rather  does  it  seem  to  me  that  application  of 
ADR  to  a  wider  range  of  capital  assets  would  be 
appropriate . 

Finally,  on  this  point  a  fundamental:  what 
most  encourages  investors  to  invest  is  the  prospect 
of  profit. 


Business  cannot  meet  its  obligation  to 
modernize  and  grow  and  create  jobs  -  nor  utilities 
fulfill  their  obligation  to  serve  -  unless  that 
expectation  is  met.  Regulation  that  thwarts  that 
expectation  -  or  failure  of  the  public  to  recognize 
that  adequate  profits  serve  consumers  as  well  as 
investors  -  will  exacerbate  the  very  ills  we  are 
gathered  here  to  combat. 
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Mr.  Secretary,  the  opportunity  you  have  provided 
us  to  participate  in  these  macroeconomic  deliberations  is 
a  welcome  one.  It  should  not,  however,  distract  us  from 
those  humbler  microeconomic  tasks  we  know  best  and  that, 
if  we  do  them  well,  will  contribute  more  to  stemming 
inflation  than  any  of  the  proposals  as  to  what  government 
can  do  that  may  arise  in  the  course  of  these  meetings. 

It's  time,  I  think,  for  all  of  us  to  do  a  better  job  of 
minding  our  own  businesses,  explicitly  addressing  our 
gj-^0j-g^0s  to  the  only  way  the  real  income  of  Americans 
can  be  improved  and  that  is  through  increased  productivity. 

We  say  that  -  we  believe  it  -  but  it  seems  to  me 
that  insufficient  attention  has  been  paid  to  dramatizing 
this  fact  to  the  American  people. 

Productivity  improvements  don't  just  happen; 
they  are  made  to  happen.  They  have  been  made  to  happen 
in  my  own  business  -  in  large  measure  as  a  conseguence 
of  very  large  capital  investments  that  enable  us  to  apply 
advanced  technology  to  our  plant.  Today  we  are  handling 
a  volume  of  business  twenty-eight  percent  higher  than  we 
did  three  years  ago  with  zero  increase  in  employees.  But 
not  all  of  that  productivity  improvement  cost  capital 
dollars.  A  goodly  portion  of  it  came  from  improved 
operating  methods,  improved  organization,  improved 
incentives  -  in  short,  by  "working  smarter."  In  this 
connection,  while  I  recognize  that  we  have  scrupulously 
avoided  the  suggestion  that  there  might  be  some  merit  in 
"working  harder,"  I  can't  help  but  wonder  what  is  really 
so  wrong  about  that  -  including  working  harder  at  the 
job  of  management. 

A  final  observation,  Mr.  Secretary: 

As  Chairman  of  the  U.S.  Industrial  Payroll 
Savings  Committee,  I  cannot  neglect  this  opportunity  to 
cite  the  role  of  Savings  Bonds  in  the  fight  against 
inflation.  As  I  hear  the  economists,  one  way  to  ease 
inflation  is  to  ease  demand  and  one  way  to  ease  demand 
is  to  divert  income  that  is  being  currently  spent  for 
consumption  into  savings  and  -  eventually  -  into 
investment  in  more  productive  facilities.  What  better 
way  to  do  that  than  through  Savings  Bonds?  What  better 
way  to  enlist  the  entire  working  force  of  the  United 
States  in  the  war  against  inflation  than  a  direct 
appeal  from  our  President  that  in  effect  says  if  you  11 
do  your  part  by  investing  in  Savings  Bonds  some  small 
portion  of  what  you  spend  each  week  for  consumption,  we 
in  government  will  exercise  every  means  we  know  to 
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preserve  the  value  of  your  savings  and  together  we'll 
bring  this  monster  to  its  knees. 

Thank  you  very  much. 
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deck . 


SECRETARY  DENT:  We  suggest  Mr.  Houghton  be  on 


At  this  time  we  call  on  Mr.  Mandell  deWindt,  Eaton 
Corporation  .  _ 


MR.  deWINDT:  Thank  you,  Mr.  Chairman.  All  the 
complications  aside,  there  are  many.  There  is  still  the  fact 
we  are  suffering  from  inflation  because  we  have  too  nuch 
money  chasing  too  many  things,  too  much  demand  for  too 
little  supply. 

Others  are  more  qualified  to  comment  on  the  demand 
situation.  I  therefore  will  speak  to  that.  Rather  I 
would  like  to  speak  briefly  to  how  to  improve  the  supply 
situation.  I  start  with  the  assumption  that  whatever  is 
done  in  other  areas  there  can  be  no  ultimate  and 
satisfactory  reduction  of  your  inflationary  problem  unless 
American  industry  is  able  to  produce  more  goods  than  the 
people  are  able  to  pay  for  and  economy  to  sustain. 

If  that  is  a  correct  definition  of  the  problem 
then  the  question  is  are  there  steps  that  can  be  taken  in  a 
reasonably  short  period  of  time  that  will  permit  industry 
to  produce  and  expand  capacity.  The  answer  is  yes. 

I  would  like  to  suggest  four  such  steps. 

First,  the  Government  will  extend  recovery 
allowances  for  manufacture  concern  that  investment 
increases  capacity,  particularly  in  short  supply  areas. 

Secondly,  the  Government  could  suspend  or  modify 
the  legal  requirements  of  federal  environmental  or  safety 
programs  at  the  time  those  programs  unduly  expand  the 
expansion  of  industrial  capacity.  I  am  not  suggesting  the 
nation  should  abandon  those  programs,  but  merely  that  we 
pursue  them  in  such  a  way  that  we  encouage  rather  than 
discourage  investment  required  to  expand  capacity. 

Third,  the  Government  could  modify  the  tax  laws 
to  encorage  savings  and  maintenance  of  capital .  Such 
modifications  are  essential.  It  is  obvious  to  all  the 
United  States  is  in  disperate  need  of  additional  capital 
formation . 
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Fourth,  the  tax  law  could  be  revised  to  recognize 
the  inflation  and  inventory  and  other  assets  without 
requiring  everyone  to  adopt  complicated  aqd  costly  accounting 
procedures.  There  are  arguments  against  each  of  these  sug¬ 
gestions  and  there  are  arguments  not  totally  lacking  in 
merit . 


If,  however,  we  want  to  lick  inflation,  we  must 
expand  capacity.  If  we  are  going  to  expand  capacity, 
measures  such  as  I  suggest  will  be  necessary.  As  always 
it  comes  down  to  a  question  of  priorities . 

Thank  you  very  much. 

SECRETARY  DENT:  Thank  you,  Mr.  deWindt. 

We  would  like  to  suggest  that  Mr.  Robert  Sarnoff 
on  the  left  be  ready  to  take  over  after  the  next  presen¬ 
tation  by  Mr.  James  Houghton,  Vice  Chairman  of  the  Board, 
Corning  Glass  Works. 

MR.  HOUGHTON:  At  the  outset,  I  would  like  to  thank 
you  for  inviting  Corning  Glass  Works  to  be  represented  at 
this  important  meeting.  We  appreciate  the  desire  of  the 
Administration  and  Congress  to  solicit  the  views  of  the 
private  sector  on  ways  to  deal  with  this  most  perplexing 
of  our  national  problems  —  inflation. 

As  a  representative  of  industry,  I  would  like  to 
submit,  for  your  consideration,  our  corporate  voews  on  this 
subject  —  as  well  as  specific  answers  to  the  questions 
raised  by  the  President  in  his  letter  of  invitation  to  this 
meeting. 


Because  of  time  pressures,  however,  I  would  prefer 
to  submit  these  expanded  comments  for  your  consideration 
as  part  of  the  written  record  and  therefore  would  like  to 
use  these  few  minutes  to  make  a  few  general  comments. 
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First,  I  would  touch  but  briefly  on  four  specific  recom¬ 
mendations  for  government  action.  I  say  briefly  because  I  know 
that  many  representatives  of  business  will  be  recommending  the 
same  course  of  action.  Also  these  points  are  covered  in  my  written 

submission . 

1.  in  keeping  with  our  belief  that  this  problem  is  not 
solvable  in  the  short  run,  we  urge  the  government  to 
set  a  firm  course  that  will  lead  to  a  long  term  solution 
and  not  be  whip-sawed  by  short  term  considerations. 

2.  We  strongly  endorse  the  concept  of  a  balanced  Federal 
budget— a  budget  held  in  balance  not  by  an  increase  in 
taxation  but  by  a  planned  restraint  in  expenditures. 

3.  We  favor  a  continuation  of  a  tight  money  policy  in  order 
to  slow  and  steady  the  growth  of  the  money  supply  (while 
recognizing  that  some  moderation  may  be  necessary 
periodically) . 

4.  We  recommend  continued  firm  opposition  to  any  formal 
wage  and  price  controls.  Our  recent  experience  has 
proved,  I  think,  they  do  not  work. 
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5.  Inflation  is  an  international  problem.  With  the  strong 
interdependence  of  the  world's  economies  it  seems  that 
one  should  not  look  only  to  a  "national"  solution  but 
must  also  consider  action  steps  that  will  lead  concerned 
nations  to  attack  this  problem  together. 

I  would  now,  for  a  minute,  like  to  deal  with  a  few  points 
which  relate  to  the  country  but  more  specifically  with  our  company 
and  industry. 

The  wealth  of  a  country  is  created  only  by  its 

—  Natural  resources 
—  Technology 
—  Productivity 

-  Natural  Resources  —  You  have  them  or  you  don't,,  if  you 
have  them  you  exploit  them  or  you  don't. 

Technology  -  Given  a  fixed  natural  resource  base  this  is 
the  real  creator  of  wealth — i  use  technology  here  in  the 
broadest  sense — a  cheaper  hamburger,  more  efficient  health 
care,  as  well  as  a  better  airplane  or  in  the  case  of 
Corning,  a  new  sophisticated  product  or  material. 

Productivity  -  Given  fixed  resources  and  technology,  the 
sheer  human  effort  that  can  be  translated  into  GNP. 
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Everything  Else  is  moving  wealth  from  place  to  place,  from 
investor  to  purchaser,  from  haves  to  have-nots,  etc.,  but  not 
creating  it. 

We  can  distribute  only  what  we  have.  We  can  have  only,  what 
we  extract  from  our  ground  or  what  we  create . 

Inflation  results  when  we  do  not  recognize  this ,  and,  as. 
nation  try  to  distribute  or  spend  more  wealth  than,  we  have  created.. 

This  is  precisely  what  we  have  been  doing. 

The  U.S.  Government  should  concern  itself  with  the  creation 
of  real  wealth  as  well  as  with  the  distribution  of  the  wealth  we 
now  have. 

By  and  large  this  means  the  stimulation  of  business,  especially 
activities  leading  to  increased  technology  and  productivity,  rather 
than  the  toleration  of  business  as  "a  factor  in  the  system  or, 
worse  yet,  looking  upon  business  activities  as  something  ignoble. 

Now  let  me  outline  some  specific  actions  for  your  consideration. 
Natural  Resources 

My  company,  and  I  suspect  other  companies  represented  in 
this  room,  is  delaying  a.  number  of  investments  we  would  like  to 
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make  because  of  our  uncertainty  regarding  the  future  supply  of 
various  fuels  and  raw  materials.  We  know  the  fuels  and  raw 
materials  will  be  there.  However,  we  do  not  know  where  they  will 
be  made  available,  whether  or  not  we  shall  have  access  to  them, 
and  how  much  they  will  cost.  We  can  never  have  perfect  information 
on  such  matters.  However,  much  of  the  current  uncertainty  is  due 
to  the  lack  of  a  clear-cut  position  by  the  U.S.  and  by  local 
governments.  As  an  example,  will  industry  have  access  to  natural 
gas  or  will  it  be  exclusively  reserved  for  residential  heating? 

We  can  live  with  either  situation,  but  we  cannot  live  with 
vacillation  between  the  two. 

Technology 

In  the  area  of  R&D,  it  is  important  that  we  improve  the 
incentives  for  the  development  of  new  technologies.  There  are  a 
variety  of  ways  to  do  this  by  providing  new  incentives  to  research 
and  development  or  by  eliminating  barriers  to  the  timely  intro¬ 
duction  of  new  technologies.  One  of  these  barriers  is  our  process 
for  granting  and  adjudicating  patents.  As  of  now,  it  takes  years 
to  receive  a  patent  for  a  new  invention  and,  where  there  is  a 
conflict,  additional  years  to  clarify  the  situation.  These 
uncertainties  undoubtedly  lead  to  delays  in  the  introduction  of 
newly-developed  technologies  and  the  construction  of  new  plants. 
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Productivity 

in  productivity  as  in  technology,  matters  can  be  improved 
by  providing  new  incentives  or  by  removing  existing  barriers.  An 
example  of  new  incentives  might  be  provided  in  the  increased  use 
of  investment  tax  credits  and  faster  write-offs  for  productive 

investments . 

As  for  the  concept  of  "removing  barriers"  I  would  use,  as 
an  example,  pollution  control: 

In  my  company,  and  I  suspect  in  many  of  the  other 
companies  here,  a  large  portion  of  our  engineering 
and  construction  efforts,  as  well  as  our  capital 
spending,  is  currently  addressed  to  the  installation 
of  new  equipment  and  procedures  to  meet  environmental 

regulations . 

The  programs  for  environmental  improvement  are 
important  to  us  as  human  beings  and  should  be 
pursued. 

Nevertheless,  there  are  certain  barriers: 

1.  Pollution  control  investments  (essentially  non-productive) 
can  be  written  off  in  five  years  but  one  can  not  use  both 
accelerated  depreciation  and  tax  exempt  financing.  This 


should  be  reviewed 
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2.  Laws  are  different  depending  on  the  state.  We  have  two 
plants  producing  exactly  the  same  product  in  two  different 
states „  We’re  spending  twice  as  much  on  control  in  one 
location  as  in  the  other.  At  one  location  we've  satis¬ 
fied  the  state  authorities  by  making  significant  process 
changes,  in  the  other  plant ,  we’re  forced  to  install 
precipitators  to  solve  the  same  problem.  Some  uniformity 
of  standards  (and  solutions)  is  needed. 

3.  Our  company  has  attempted  to  solve  its  pollution  problems 
by  eliminating  pollution  rather  than  just  reducing  it . 

And  yet ,  under  current  law,  favorable  financing  (industrial 
revenue  bonds)  is  not  allowed  for  new  processes  but  only 
for  solving  existing  problems. 

My  point  here  is  that  pollution  control  investments,  as 
important  as  they  are,  must  be  recognized  as  creating  no  "value 
added  .  (in  other  words  there  is  no  increase  in  the  productivity 
of  our  human  and  financial  resources.)  Therefore,  the  funds 
required  should  be  allowed  to  pass  through  the  system  as  quickly 
as  possible  so  that  they  may  be  re— invested  in  productive  capacity. 
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You  have  asked  us  to  make  suggestions  as  to  Government 
actions.  We've  been  very  vocal  in  our  suggestions  about  what 
"Government  ought  to  do." 

In  closing,  however,  it  seems  to  me  that  we  in  business  must 
also  be  concentrating  on  what  we  can  do  to  help  this  problem.  We 
too  must  be  asking  questions  such  ass 

How  do  we  best  use  our  human  resources — so  that  we  not 

only  work  harder,  but  smarter? 

How  can  we  invest  more  capital  in  productive  capacity? 

How  can  we  wisely  spend  more  in  productive  research  and 

development? 

How  can  we  export  more  from  this  country  in  order  to  help 

our  balance  of  payments? 

As  a  company,  I  can  tell  you  that  we're  working  on  these 
questions . 


Thank  you 
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SECRETARY  DENT:  Thank  you,  Mr.  Houghton.  I  suggest 
Mr.  Seibert  be  on  deck.  We  now  cal  1  on  mr .  Robert  Sarnoff, 
Chairman,  RCA  Corporation. 
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HR.  SARNOFF:  It  is  everybody's  duty  to  cooperate 
in  fighting  inflation,  but  only  the  government  has  the  power 
and  ability  to  stop  it  at  the  source . 

I  feel  there  has  been  too  much  emphasis  on 
depressing  demand  and  not  enough  on  increasing  the  supply 
of  goods  and  services,  removing  capacity  bottlenecks,  and 
encouraging  higher  productivity  throughout  the  economy. 

In  my  view,  steps  must  be  taken  in  three  directions 
to  bring  the  rate  of  inflation  below  5  percent  annually, 
thereby  lowering  long-term  inflationary  expectations  and 
stimulating  real  growth. 

First,  there  must  be  further  moderation  in  the 
Government's  restrictive  monetary  policy. 

Second,  this  must  be  accompanied  by  fiscal 
conservatism,  aimed  at  keeping  a  tight  rein  on  Federal 
spending. 


Finally,  we  must  increase  productivity  by  stimu¬ 
lating  the  supply  of  capital  available  for  new  plant  and 
technology  and  by  encouraging  spending  for  research  and 
development . 

Monetary  policy  has  been  too  volatile  in  the  past. 

A  more  constant  rate  or  growth  in  the  supply  of  money  at  a 
more  expansive  rate  than  at  present  would  encourage  real 
growth  and  moderate  inflationary  expectations.  The  deflated 
narrowly-defined  money  supply  (currency  and  demand  deposits) 
is  now  2  percent  be-ow  the  long-term  trend. 

It  should  be  allowed  to  regain  that  average  level. 
This  should  help  reduce  the  present  double  digit  interest 
rate  to  a  more  reasonable  but  still  restrictive  level.  This, 
in  turn,  should  encouage  greater  investment  in  now  pro¬ 
ductive  capacity  to  relieve  both  present  and  future  shortages. 

Federal  expenditures  should  be  held  to  $300  billion 
in  fiscal  1975  and  every  effort  made  to  achieve  a  balanced 
Federal  budget  in  fiscal  1976.  This  can  be  done  by  elimi¬ 
nating,  delaying,  or  reducing  a  number  of  existing  and  pro¬ 
posed  programs. 
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The  erosion  of  capital  supply  can  be  reversed  in 
the  long-term  by  a  reduction  in  the  inflation  rate,  which 
should  lower  interest  rates  and  help  restore  investor 
confidence  in  the  equity  market.  In  addition,  I  urge  a 
lowering  of  the  capital  gains  tax  and  establishment  of  a 
graduated  scale  of  rates  that  would  induce  individual 
investors  to  turn  over  capital  assets  held  over  an  extended 
time . 


In  order  to  sustain  the  productivity  and  inno¬ 
vation  that  have  been  America's  historic  sources  of  indus- 
"t^i3-!  strength,  we  must  spur  the  development  and  appli¬ 
cation  of  new  technology.  I  advocate  for  this  purpose  a 
system  of  tax  incentives  for  research  and  development  with 
emphasis  on  activities  bearing  directly  on  higher 
productivity . 

We  can  conquer  inflation  by  determined  and  positive 
action.  But  it  cannot  be  done  overnight,  and  the  process 
will  be  painful.  As  we  proceed,  let  us  recognize  that  there 
will  be  hardships  and  inequities,  and  let  us  act  to  mini¬ 
mize  them.  I  therefore  urge  that  the  government  continue 
to  undertake  constructive  public  service  products  as  the 
employer  of  last  resort  for  those  who,  through  loss  of  work, 
become  casualties  in  the  national  war  on  inflation. 

For  the  record,  I  am  submitting  a  statement  setting 
forth  in  greater  detail  some  of  the  points  I  have  made  and 
additional  actions  I  would  propose. 
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SECRETARY  DENT:  Thank  you,  Mr.  Sarnoff.  I  suggest 
Mr.  Pilliod  be  on  deck. 

MR.  SEIBERT:  We  agree  with  the  Ford  Administration 
that  inflation  is  the  most  critical  problem  in  the  nation 
today.  It  is  our  firm  belief  that  the  present  situation 
can  best  be  changed  only  in  all  segments  of  the  economy: 
business,  labor,  government,  consumers,  set  aside  their 
special  interests  and  unite  in  a  long-term  common  effort  to 
significantly  reduce  the  rate  of  inflation. 

We  believe  that  the  struggle  will  be  long  term  and 
that  there  is  danger  in  taking  extreme  short-term  measures 
in  the  hope  of  a  quick  solution  to  the  problem.  We  do  support 
current  efforts  to  cut  federal  expenditures  and  to  have 
reasonably  restricted  growth  in  the  money  supply. 

If  the  rate  of  inflation  slows,  some  lessening  in 
current  monetary  tightness  would  be  called  for.  We  think  it 
would  be  very  unwise  to  impose  mandatory  wage  and  price 
clntrols.  They  have  proven  unproductive,  inequitable  and  they 
tend  to  suppress  increases  in  supply  when  increased  supply  is 
what  is  needed. 
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The  pressing  need  is  to  establish  a  program  which  will 
gradually  wind  down  the  inflationary  spiral  and  continue  to 
resist  the  inflationary  pressures  we  will  surely  face  in  the 
decade  ahead.  In  our  opinion,  high  priority  should  be  given 
to  increase  capital  formation  in  order  to  increase  job 
opportunities  and  raise  living  standards. 

Capital  formation  depends  upon  adequate  incentive  to  prompt 
businessmen  to  make  capital  investments.  It  also  depends 
upon  capital  being  available  at  a  reasonable  cost. 

Projections  indicate  that  demands  for  capital  in  the  years 
ahead  will  be  enormous  in  this  country  and  the  world.  A 
recent  study  by  the  New  York  Stock  Exchange  indicated  that 
between  1974  and  1985,  a  shortfall  of  $650  billion  between 
savings  potential  and  capital  demands  is  possible.  Unless 
additional  funds  can  be  made  available  extreme  pressure  will 
be  placed  on  the  capital  markets  and  it  will  be  necessary  to 
forego  needed  investment.  This  in  turn  would  inhibit  a 
desired  increase  in  productive  capacity  and  contribute  to  a 
long-term  inflationary  problem. 
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We  feel  increased  savings  and  investment  as  well  as  improve¬ 
ments  in  product ivty  must  be  encouraged.  One  way  to 
increase  personal  savings  would  be  to  make  part  of  an 
individual's  interest  income  from  thrift  institutions  tax 
exempt.  This  action  would  encourage  savings  and  would  provide 
some  relief  to  the  depressed  housing  industry  through 
increased  savings  deposits  in  thrift  institutions.  Other 
changes  in  tax  laws  could  be  made  to  prompt  greater  individual 
investment  in  securities. 

To  stimulate  new  business  investment,  we  believe  tax 
incentives  are  needed  to  insure  that  increases  in  capacity 
will  be  able  to  match  increases  in  demand.  Consideration 
should  be  given  to  increasing  the  investment  tax  credit  and 
to  shortening  the  depreciation  periods  for  capital  assets. 

In  order  to  reduce  the  erosion  of  existing  capital  equipment, 
we  feel  that  depreciation  should  be  calculated  on  a  more 
current  basis  than  original  cost.  New  investment  would  be 
stimulated  through  the  additional  funds  available  from  tax 
savings . 

We  feel  improvements  in  productivity  need  to  be  emphasized. 
Rising  productivity  increases  supply,  encourages  investment 


our 
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provides  jobs  and  increases  the  competitiveness  of 
products  in  world  markets.  For  example,  increasing 
productivity  in  the  service  and  governmental  segments  of 
our  economy  is  an  area  where  significant  progress  can  be 
made.  Improving  productivity  does  not  imply  workers  need 
to  work  harder.  Improving  productivity  means  that  the 
system  needs  to  be  made  more  efficient. 

All  laws,  regulations,  restrictions,  and  operating 
procedures  should  be  carefully  scrutinized  to  evaluate  the 
impact  on  productivity  in  this  country.  Where  impediments 
to  productivity  are  uncovered,  efforts  must  be  made  to 
remove  them.  Whether  legal  restrictions  or  procedures 
currently  benefit  government,  management,  labor  or  the 
general  public,  the  benefits  must  be  weighed  against  the 
common  objective  of  improving  productivity. 

*  *  *  * 

There  have  been  many  recent  proposals  calling  for  the 
government  to  institute  some  form  of  public  works  program 
to  relieve  unemployment  resulting  from  the  fight  against 
inflation.  While  these  proposals  differ  in  many  respects, 
they  all  seem  to  have  the  following  characteristics;  they 
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are  aimed  at  our  short-term  unemployment  problem,  the 
jobs  will  be  of  a  "make  work"  nature  and  government  at 
the  national,  state  or  local  level  will  run  the  entire 
program. 

We  strongly  support  a  program  to  provide  jobs  for  all 
Americans  able  to  work.  But,  it  is  our  belief  that  this 
should  be  an  ongoing  program,  that  the  jobs  must  be 
meaningful  and  productive,  and  that  government  should  only 
be  involved  to  the  extent  that  it  takes  to  stimulate  the 
private  sector  to  create  the  necessary  jobs.  Projects  which 
could  help  create  the  jobs  we  have  in  mind  could  include 
improvements  in  mass  transportation  systems  and  improving 
living  conditions  in  economically  underprivileged  communities. 

We  believe  the  government  should  provide  whatever  incentives 
are  necessary  to  make  productive  and  socially  beneficial 
projects  attractive  to  the  private  sector.  These  probjects 
would  enable  an  unemployed  individual  to  regain  his  dignity 
and  add  to  the  productive  output  of  the  economy. 
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SECRETARY  DENT:  Thank  you,  Mr.  Seibert.  We 
suggest  Mr.  Schroeder  be  on  deck. 

We  now  call  Mr.  Pilliod. 

MR.  PILLIOD:  I  wholeheartedly  support  the 
opinions  of  those  preceeding  me  in  respect  to  fiscal 
responsibility .  A  balanced  federal  budget ,  monetary 
restraint,  relaxation  of  regulatory  controls,  and  positive 
measures  to  increase  capital  funding. 

Recognizing  there  is  no  easy  solution  to  the 
problems  facing  us,  one  must  still  gain  confidence  from  the 
fact  that  we  are  here  today  discussing  now  the  situation  can 
be  alleviated  on  a  co-operative  basis.  It  is  also  fortunate, 
in  my  opinion,  that  positive  proposals  are  being  made  with 
optimistic  anticipation  of  the  results. 

I  am  particularly  enthusiastic  that  so  many  of  the 
comments  are  directed  toward  fiscal  responsibility.  All  of 
us  learned  long  ago  that  we  must  learn  to  live  within  our 
means,  and  this  must  apply  to  corporations  and  Government 
as  well  as  to  individuals. 

Unfortunately,  events  of  the  recent  past  would 
lead  one  to  believe  this  basic  truism  has  been  forgotten. 

For  example,  many  social  programs,  passed  and  still  under 
consideration,  seemingly  ignore  the  necessity  that  must  be 
fiscally  as  well  as  politically  viable.  These  increasing 
benefit  costs,  together  with  sharply  rising  wates ,  are  far 
outstripping  increases,  if  any,  in  productivity.  It  would 
lead  one  to  believe  we  are  ignoring  the  fact  that  you  cannot 
consume  more  than  you  produce. 
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The  recently  passed  provision  for  a  new  congressional 
budgeting  process  is  an  encouraging  step  toward  the  basic 
objective  of  fiscal  responsiblity  and  a  balanced  budget. 

We  should  encourage  this  recognition  of  the  need  to  match 
expenditures  with  realistic  revenues  and  should  insist  that 
the  right  to  approve  expenditures  be  balanced  with  the 
responsibility  to  provide  funds  and  live  within  agreed 
budgetary  limits. 

Another  theme  worthy  of  continuing  emphasis  is  to  recognize 
the  failure  of  our  past  efforts  to  regulate  the  economy.  This 
is  a  broad  problem,  but  perhaps  it  can  be  brought  into  perspective 
by  a  reminder  of  recent  experience  with  wage  and  price  controls . 
Not  only  were  objectives  not  achieved,  but  in  the  case  of  my 
industry,  rubber,  non-approval  of  cost  justified  price  increases 
resulted  in  an  erosion  of  profits  urgently  needed  to  meet 
capital  requirements.  History  has  shown  there  is  no  substitute 
for  the  free  and  competitive  market  process.  Lets  return  to  it. 

Government  control  of  the  monetary  system  is  necessary, 
and  I  accept  the  need  to  continue  the  tight  money  policy  with 
some  easing  and  a  reduction  in  the  long-term  growth  rate. 

However,  I  am  concerned  with  the  importance  of  co-ordinating 
this  with  fluctuations  in  employment.  If  not  properly  handled, 
this  could  result  in  substantially  increased  unemployment  and 
related  additional  government  costs  which  could  wipe  out  all 
gains  and  even  exaggerate  the  problem  we  are  facing  today. 
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While  a  basically  tight  monetary  policy  is  recommended,  it 
should  allow  for  sufficient  flexability  to  adjust  if  rising 
unemployment  demands  it. 

Increasing  government  regulations  in  many  areas  are 
requiring  the  diversion  of  capital  funds  from  productive 
facilities  expansion  much  needed  to  meet  the  supply-demand 
problem  of  inflation.  I  am  referring  to  investment  require¬ 
ments  related  to  mandatory  product  safeguards,  environmental 
safeguards,  and  worker  standards.  While  I  strongly  support 
these  objectives,  we  must  be  certain  that  the  programs  are 
realistic  and  reasonable  —  and  we  must  provide  business  with 
appropriate  means  to  minimize  the  adverse  effect  on  both  costs 
and  capital  requirements.  Since  expenditures  of  this  nature 
do  not  provide  profit-making  productive  facilities,  but  are 
required  to  meet  social  needs,  consideration  should  be  given 
to  their  treatment  as  expense  for  tax  purposes  as  well  as 
rescheduling  the  compliance  dates  so  as  to  spread  the  require¬ 
ment  for  capital  over  a  longer  period. 

The  need  to  encourage  savings  and  provide  incentives 
for  capital  formation  and  investment  cannot  be  over  emphasized. 
Particularly  in  the  case  of  individuals  faced  with  higher 
living  costs  than  ever  previously  experienced,  it  is  obvious 
that  a  savings  and  investment  program  cannot  be  effected  without 
special  tax  incentives.  The  same  applies  to  corporations,  and 
I  would  urge  early  consideration  of  the  recommended  measures 
directed  toward  the  objective. 
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Specifically,  in  reference  to  industry,  existing  deprecia¬ 
tion  rules  should  be  liberalized  so  they  more  realistically 
relate  to  the  highly  increased  costs  of  replacing  production 
facilities.  An  added  consideration  is  the  basic  fact  that  this 
needed  revision  in  our  tax  laws  has  already  been  provided  in 
many  countries  of  the  world  where  U.S.  industry  is  facing  its 
greatest  competitive  challenge. 

Although  our  industry  has  no  direct  stake  in  the  question  of 
energy  depletion  allowances,  we  are  large  energy  consumers,  and 
like  all  industry,  are  deeply  concerned  over  the  U.S.  ability 
to  meet  its  capital  requirements  for  energy.  These  have  been 
estimated  at  over  a  trillion  dollars  through  1985.  The  oil  and 
other  energy  depletion  allowances  should  be  retained  at  whatever 
level  will  ensure  a  return  capable  of  attracting  the  necessary 
capital  investment. 

I  also  would  not  rule  out  the  formation  of  a  Government 
agency  similar  to  the  Reconstruction  Finance  Corporation  formed 
during  World  War  II  to  assist  in  the  development  of  synthetic 
rubber.  It  was  extremely  effective  and  enabled  the  United  States 
to  become  self  sufficient  in  this  essential  raw  material  within 
a  relatively  short  period.  Perhaps  such  an  approach  would  best 
serve  our  current  needs  in  those  areas  demanding  massive  in¬ 
jections  of  capital,  such  as  uranium  enrichment,  where  a  single 
installation  calls  for  an  investment  of  over  a  billion  and  a  half 
dollars.  It  should  be  studied  along  with  the  Hausman  Bill  now 
pending  in  Congress. 
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Certainly  energy  self  sufficiency  must  stand  high  on 
our  list  of  priorities  and  we  will  not  be  able  to  rest  comfor¬ 
tably  until  we  are  in  a  position  to  restore  our  destiny  in  this 
field  in  our  own  hands. 

One  final  note.  I  would  encourage  early  passage  of  the 
trade  bill.  American  industry  competes  in  a  tough  world  with 
other  companies  whose  governments  provide  foreign  tax  credits, 
investment  allowances,  export  and  added  support  to  insure  a 
worldwide  acceptance  of  their  productive  output.  This  will 
intensify  as  the  need  to  obtain  foreign  exchange  coverage  for 
costly  oil  imports  increases.  The  trade  bill  now  before  the 
Senate  will  do  much  to  increase  the  competitive  status  of  our 
Government  in  dealing  with  these  matters  and  it  deserves  our 
all-out  support. 

As  I  mentioned  earlier,  I  am  encouraged  by  the  optimism 
heard  here  today,  and  I  personally  am  also  optimistic.  We  all 
recognize  the  many  opportunities  available  to  us— now  our  objective 
should  be  to  take  advantage  of  them  as  quickly  as  possible. 
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SECRETARY  DENT:  Thank  you,  Mr.  Pilliod. 

I  suggest  Mr.  Charles  Smith  step  up  on  deck  and  at  this 
time  I  call  on  Mr.  Schroeder,  Vice  President,  Graphic 
Arts  International  Union. 

MR.  SCHROEDER:  Thank  you,  Mr.  Secretary. 

First  of  all  I  would  like  to  raise  an  objection 
to  high  interest  rates  as  an  inflation  control  measure.  By 
and  large  American  business  operates  on  borrowed  money.  Higher 
interest  rates  do  not  remove  money  from  the  economy.  They 
simply  move  a  greater  proportion  of  it  over  to  the  money 
lenders.  Taxes  as  an  inflationary  control  measure  can  be 
imposed  and  removed  at  any  given  point. .  Higher  interest 
rates  supposedly  imposed  to  stem  inflation  have  a  long- 
lasting  effect  best  explained  in  home  mortgage  rates  where 
the  consumer  is  bound  to  25  and  30-year  terms. 


Taxes  can  be  imposed  on  non-essential  items  to 
discourage  buying.  That  would  not  increase  prices  on  essential 
items  which  affect  the  average  worker.  High  interest 
rates  have  the  effect  of  raising  prices  on  everything. 

Speaking  specifically  on  productivity,  in  the  graphic  arts 
industry,  in  the  printing  and  publishing  industry,  while 
profits  increased  a  total  of  438  percent  from  1961  to  . 

1973  production  worker  payroll  rose  only  87  percent.  This 
breaks  down  to  an  average  annual  15.1  percent  average  annual 
increase  in  production  worker  payroll. 

Now,  the  printing  and  publishing  industry  has  a 
$34  billion  value  of  shipments  annually.  The  problems, 
of  solving  inflation  should  not  fall  with  undue  hardship 
upon  the  lower  and  middle  income  segment  of  the  population 
which  is  what  high  interest  rates  cause. 

Recession  and  depression  are  solutions  that  fall 
heaviest  on  low  income  people  and  that  must  be  avoided. 

Thank  you,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you  very  much,  Mr.  Schroeder. 

We  suggest  Mrs.  Esther  Peterson  be  on  deck  and  now 
call  on  Mr.  Charles  Smith,  Chairman,  SIFCO  Industries. 


Mr.  Smith. 
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MR.  SMITH:  I  speak  today  not  only  as  Chairman  of 
a  small  metal  fabricating  company  in  Cleveland,  Ohio,  but 
also  as  Chairman  of  the  Board  of  the  largest  federation  of 
business  organizations  in  the  world,  the  Chamber  of  Com¬ 
merce  of  the  United  States. 

The  views  I  express  are  not  only  representative  of 
my  own  point  of  view,  but  have  stood  the  test  of  careful 
and  thorough  study  and  analysis  by  the  appropriate  com¬ 
mittees  and  policy  determining  machinery  of  the  National 
Chamber . 


To  cover  the  goals  of  this  Conference  in  three 
minutes  ,  it  is  necessary  to  limit  my  comments  to  conclu¬ 
sions  without  any  attempt  to  substantiate  the  reasoning 
beyind  them,  but  a  supporting  document  has  been  submitted 
for  the  record.  Taken  inthe  order  of  subjects  enumerated 
by  President  Ford,  our  conclusions  are  as  follows: 

1.  The  economic  condition  of  the  Nation  is 
serious,  but  the  malady  is  not  necessarily  fatal.  There 
is  still  time  to  solve  the  economic  ills  of  the  country 
if  Congress  and  the  Administration  will  reject  political 
reasoning  and  start  applying  economic  reasoning  to  economic 
prob lems . 


There  is  a  difficult  request  to  make  of  those  whose 
careers  have  largely  been  devoted  to  politics,  but  it  is 
essential  if  we  are  to  get  cut  of  our  present  difficult 
situation.  In  our  analysis,  business  activity  is  generally 
high,  but  a  credit  crunch  threatens  to  slow  down  activity 
generally  as  it  already  has  done  in  specific  industries 
such  as  housing. 

The  credit  crunch  is  largely  the  result  of  heavy 
Federal  Government  borrowing  to  finance  continuing  large 
deficits  which  has  monopolized  an  unduly  large  portion  of 
Ihe  entire  credit  facilities  of  the  country  thereby  drying 
up  sources  of  credit  for  the  private  sector,  and  forcing 
up  interest  rates . 

2 .  In  looking  at  the  causes  of  inflation  it  must 
be  remembered  that  the  foundations  for  our  present  exces¬ 
sively  high  rate  of  inflation  go  back  many  years. 
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I  would  like  to  identify  the  nubmer  one  cause  of  inflation 
first  and  then  list  some  secondary  causes.  By  far  the  most 
significant  cause  of  inflation  has  been  and  continues  to  be 
large  Federal  deficits  which  have  resulted  in  forcing  an 
increase  in  the  money  supply  at  a  long-term  rate  the  sub- 
stantailly  exceeds  increases  in  production  of  goods  and 
services . 


Congress  and  the  Administration  must  recognize 
that  there  is  no  permanent  solution  to  the  inflationary 
spiral  that  does  not  require  bringing  our  Federal  budget 
into  a  balanced  or  surplus  position  most  of  the  time.  In 
the  period  since  the  ^lose  of  the  Korean  War  the  budgets 
of  the  Federal  Government  --  surpluses  as  well  as  deficits  -- 
have  resulted  in  a  cumulative  deficit  of  over  $140  billion. 
There  is  no  way  that  such  a  huge  total  deficit  could  have 
been  financed  without  sharply  increasing  the  money  supply 
and  thereby  diminishing  the  value,  or  the  purchasing  power 
of  the  dollar. 

Of  the  secondary  causes  of  inflation,  perhaps 
the  most  important  is  the  almost  consistent  deterioration 
over  a  long  number  of  years  of  our  nation's  capital  recovery 
and  capital  formation  capability,  largely  as  a  result  of  the 
taxation  policies  of  our  Federal  Government . 

As  a  result  of  tax  regulations  that  limit  capital 
recovery  and  discourage  capital  formation  it  has  been 
difficult  and  oft  times  impossible  for  American  businesses 
to  dind  the  financial  resources  to  expand  and  modernize 
their  facilities  at  a  rate  that  would  increase  supply  and 
reduce  costs  to  the  degree  necessary  to  hold  down  infla¬ 
tionary  pressures.  Steps  should  be  taken  to  reduce  the 
tax  burdens  on  capital  that  are  inhibiting  capital  formu¬ 
lation  and  recovery  and  thereby  discouraging  expansion  of 
productive  resources . 

Next  on  the  list  of  causes  of  inflation  must  be 
the  inflationary  pressures  brought  about  by  monopoly 
action.  Many  decades  ago  we  recognized  that  economic  organi¬ 
zations  holding  monopoly  or  semi-monopoly  positions  can 
destroy  the  necessary  functions  of  the  free  market. 
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Our  existing  legislation  and  our  judicial  system 
have  done  a  good  job  of  eliminating  non-competitive  prac¬ 
tices  in  business  and  industry,  nevertheless  there  are  two 
areas  where  our  present  anti-trust  laws  have  little  or  no 
effect.  One  of  these  ares  we  have  little  control  over: 

OPEC  (Organization  of  Petroleum  Exporting  Countries)  has 
utilized  its  monopoly  position  to  in  effect  levy  a  very 
substantial  new  tax  on  petroleum  exports  which  has  played 
a  substantial  role  in  quadrupling  the  price  of  crude  over 
the  last  twelve  months. 

The  other  area  -where  monopoly  poswer  is  causing 
inflationary  pressures  lies  within  the  jurisdiction  of 
our  government.  One  of  the  most  significant  economic 
factures  in  our  national  organized  labor  has  specifically 
been  granted  monopoly  power  by  our  legislation. 

Unions  are  not  responsible  for  initiating  the 
inflationary  spiral  that  has  taken  hold  of  the  economy, 
but  the  tremendous  economic  power  that  is  available  to 
organized  labor  as  a  result  of  legislation  granting  mono¬ 
poly  privileges  to  unions  has  enabled  labor  to  substan¬ 
tially  frustrate  the  efforts  of  the  1969-1971  period  to 
bring  inflation  under  control  by  conventional  use  of 
fiscal  policy. 

The  cost  of  somebody's  labor  makes  up  more  than 
80  percent  of  the  cost  of  most  products  or  services, 
inflation  cannot  be  brought  under  control  if  labor  can  con¬ 
tinue  to  use  its  monopoly  position  to  force  this  important 
cost  factor  up  faster  than  productivity  can  increase. 

Finally,  another  cause  of  inflation  is  the  growing 
involvement  of  government  in  the  day-to-day  affairs  of  the 
economy.  Government  imposes  huge  uneconomic  costs  upon 
business  through  outmoded,  unneeded  and  unduly  complex  orders, 
regulations  and  procedures  of  governmental  agencies. 

For  example,  Senator  McIntyre  of  New  Hampshire,  who 
is  studying  the  impact  of  government  paperwork  on  business, 
calculates  that  the  cost  of  processing  such  federal  paperwork 
by  business  is  almost  $18  billion  a  year.  He  figures  it  cots 
government  an  equal  amount. 

Points  3,  4  and  5  on  the  agenda  of  this  Conference 
have  been  covered  in  an  extensive  written  report  proposing 
32  action  areas  where  we  can  work  together  to  lick  inflation. 
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SECRETARY  DENT:  Thank  you,  Mr.  Smith.  I  suggest 
after  the  next  speaker  we  fly  back  to  the  right  again  to 
Mr.  Horace  Jones.  At  this  time,  I  would  like  to  call 
on  Mrs.  Esther  Peterson. 
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MRS.  PETERSON:  I  am  Esther  Peterson,  Vice  President 
for  Consumer  Programs,  Giant  Foods. 

I  am  not  an  economist.  I  don't  want  to  spend  my 
four  minutes  proving  it. 

Rather,  I  would  like  to  address  myself  to  some 
of  the  points  listed  under  the  goals,  one,  clarifying  the 
realities  —  I  am  sure  experts  are  collecting  and  examining 
the  data  and  information  needed  to  make  sound  judgments  but 
I  don't  want  us  to  forget  the  real  realities  that  people 
are  hurting.  We  would  not  be  here  if  we  did  not  know  it. 

I  called  top  executives  of  our  firm  before  I  left 
and  got  these  answers.  It  is  an  unbelievably  difficult 
situation  which  requires  drastic  action.  I  hate  to  go  to 
work  knowing  the  price  increases  on  my  desk  that  I  must  order 
to  be  put  into  effect.  It  is  terrible.  To  say  nothing  of 
the  calls,  the  letters,  the  visible  examples  of  hardships 
that  we  see  daily  in  our  marketplace.  It  is  even  affecting 
our  collective  bargaining. 

We  recently  ended  a  strike  where  three  unions 
accepted  a  three-year  contract  but  one,  the  largest,  refused, 
saying  how  can  we  expect,  how  can  we  accept  a  three-year  con¬ 
tract.  We  don't  know  what  is  going  to  happen  in  one  year. 

This  is  even  if  there  was  a  cost  of  living  increase  and  fair 
increases  in  addition. 

One  person  said  you  can't  trust  the  system.  You 
can't  trust  anybody.  Unfortunately,  this  is  made  only  more 
difficult  by  the  climate  of  distrust  which  permeates  our 
society.  Some  assurance  of  equity  must  be  given  by 
President  Ford  in  view  of  his  pardoning  of  Nixon  before 
the  public  could  be  informed  fully  as  to  the  former  President's 
role  in  the  tragic  coverup. 

This  unfortunate  action  has  seriously  impaired 
confidence  and  has  raised  doubts  in  many  as  to  whether  or 
not  these  meetings  are  more  than  window  dressing.  Are  they 
for  real?  I  think  they  can  be  for  real?  But  we  cannot 
underestimate  the  serious  doubts  many  hold  as  to  whether 
the  President  will  give  careful  consideration  to  all  view¬ 
points  before  making  judgments. 
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Many  ideas  have  been  expressed  today,  many  contrary 
and  many  opinions  are  expressed  in  other  conferences.  They 
must  all  be  weighed  and  fairly  weighed. 

We  say  under  goal  two  to  identify  the  causes.  This 
area  has  been  plowed  over  and  over  so  many  times.  I  am 
sure  of  the  complexity  of  the  causes  and  because  they  are 
so  complex  there  can  be  no  simplistic  answer  or  cure.  As 
one  of  my  professors  at  Brigham  Young  University  used  to  say , 
"Avoid  the  easy  answer;  it  is  bound  to  be  a  phoney." 

But,  we  must  be  willing  to  try  new  ways  and  new 
methods.  I  am  sure  that  part  of  the  mess  we  are  in  is  in 
the  hundreds  and  thousands  of  decisions  made  daily.  Little 
pieces  of  factors  that  contribute  to  our  problem.  Our  lobby 
at  Joint,  every  day  we  meet  many  salesmen  who  want  to  sell 
us  new  products.  Each  week  the  buyers  meet.  Some  products 
are  added  and  some  are  rejected. 

I  am  told  by  our  buyers  that  over  80  percent  of  the 
new  products  fail.  All  this  expense  of  development  and 
promotion  is  paid  for,  I  am  sure,  by  adding  it  to  the  cost 
of  other  products  —  more  layers  on  layers  —  so  much  so 
I  wonder  if  we  can  afford  this  at  this  time. 

Should  we  not  begin  to  look  at  our  own  industries 
as  well  as  to  the  Government  to  see  what  can  be  done  to  help 
the  situation?  Isn’t  bolt  action  needed  by  government  and 
action  by  ourselves?  Couldn't  we  start  immediately  by 
ourselves?  Wasn't  it  Kennedy  who  said,  "Ask  not  what  your 
country  can  do  for  you."? 

Goal  four  says  that  we  must  explore  new  and  realistic 
approaches  to  combat  inflation.  Therefore,  I  want  to  propose 
something  that  I  think  is  needed  and  realistic.  There  has 
been  a  lot  of  talk  in  the  last  few  years  about  social 
accountability,  social  auditing,  one  might  call  it.  It  is 
being  factored  into  the  corporate  structure  in  many  places . 
Can't  we  draw  on  that  experience  and  institute  an  inflation 
audit? 


This  would  mean  examining  corporate  policies  in 
terms  of  product,  product  promotion,  pricing,  distribution, 
all  the  factors.  Those  industries  which  are  not  product 
oriented  —  we  have  examined  policies,  for  example,  if  it 
is  a  service  industry  or  a  retail  industry  but  every  element 
should  be  looked  into  —  products,  productivity,  any  way  is 
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that  each  person  and  firm  can  contribute  to  trying  to  lick 
this  inflation  monster. 

We  need  a  great  debate  going  on  all  levels.  What 
we  would  do  is  comparable  in  a  way  to  the  job  that  we  did 
in  the  energy  crisis,  when  we  all  got  together  to  decide 
what  could  be  done.  It  is  going  to  be  a  bit  harder  to  turn 
down  inflation  than  to  turn  down  our  thermostats.  But, 
using  inflation  audit  policy,  the  programs  that  do  not 
directly  contribute  to  human  needs  should  be  cut.  The 
measuring  stick  being  does  the  expenditure  contribute  to 
inflation? 


Under  this  audit ,  we  could  look  at  all  of  our 
practices.  We  would  look  at  our  budget,  the  defense  budget 
could  be  analyzed,  maybe  we  could  get  the  pay  dividend  that 
we  all  talked  about  for  such.  We  need  to  look  at  space 
explorations,  at  the  subsidies  in  the  total  budget  as  is 
outlined ,  and  we  need  to  know  the  inflationary  costs  of  all 
factors  of  all  of  that  including  the  defense  budget. 

All  of  these  programs  could  be  looked  at  from  the 
point  of  view  what  is  its  impact  on  inflation.  Would  cutting 
it  bring  hardship  to  those  who  are  not  in  a  position  to 
bear  such  hardship? 

It  is  a  period  of  learning  for  all  of  us ,  from 
President  Ford  down.  Many  useful  suggestions  are  being  made 
at  these  conferences.  Solutions  are  not  easy.  They  take 
time.  Action  is  what  is  needed  and  what  I  propose  is  an 
inflation  audit  is  one  thing  we  could  get  started  on 
immediately.  It  would  help  create  a  climate  for  general 
support  for  other  attacks  on  the  problem.  I  hope  we  can 
give  it  a  try.  If  we  get  a  national  spirit  behind  it,  and 
examination  of  our  individual  as  well  as  our  corporate  lives , 
it  could  have  real  impact.  It  would  be  tough  but  it  would  be 
worth  it. 
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SECRETARY  DENT:  Thank  you,  Mrs.  Peterson.  You 
mentioned  whether  this  is  window  dressing  or  not.  I  would 
like  to  commment  we  have  organized  the  economists  in  our 
department  to  work  through  the  presentations  not  only  at 
this  conference,  but  all  other  conferences  to  glean  from 
these  the  best  ideas  that  we  can  summarize  t0  put  before 
not  only  the  final  conference,  but  also  before  not  only 
the  final  conference  but  also  before  the  administrative 
groups  in  the  Executive  Branch  and  ultimately  before  the 
Congress . 


We  are  deeply  appreciative  of  the  high  quality 
of  effort  that  has  gone  into  all  of  the  presentations  this 
morning  and  assure  you  that  this  will  go  well  beyond  the 
window  and  right  into  the  workshop . 

I  would  like  to  nominate  Mr  Kirby  to  be  on 
deck  and  at  this  time  I  <~all  on  Mr.  Horace  Jones, 

Chairman  of  Burlington  Industry. 

MR.  JONES:  Thank  you,  Mr.  Secretary.  I  would 
like  to  say  I  think  the  problem  of  inflation  is  a  very 
current  and  real  one,  a  critical  one  and  not  one  that  will 
gradually  fade  away . 

I  will  require  all  of  us  to  put  something  into  the 
pot.  I  find  that  I  am  in  agreement  with  most  of  the  things 
that  have  been  enunciated  this  morning,  particularly  in 
reducing  the  federal  expenditures  and  balancing  the  budget. 
Those  of  us  who  are  constantly  confronted  with  budgets 
realize  at  first  they  appear  to  be  inflexible  but  aggressive 
and  arbitrary  action  is  often  and  most  times  required. 

Secondly,  I  would  like  to  emphasize  we  need 
additional  incentives  for  new  business  incentives  to 
increse  productive  capacity,  particularly  that  which  is 
directed  toward  productivity  in  business. 

Thirdly,  provide  additional  credits  for  business 
expenditures  for  environmental  improvement  which,  while 
necessary  are  non-productive  and  increase  costs. 

We  also  need  desperately  to  provide  meaningful 
incentives  for  individuals  to  increase  their  savings, 
thereby  aiding  the  savings  institutions  to  finance  the  vital 
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housing  industry  which  is  on  the  verge  of  disaster  today . 

If  these  additional  incentives  and  cost  increases 
we  require  some  increase  in  taxation,  we  should  be  willing 
to  face  that  to  balance  our  budget.  Present  Federal  credit 
curbs  should  be  eased  moderately  to  offset  the  current 
inflationary  psychology,  but  the  basic  policy  of  tight 
credit  should  remain  as  a  discipline  to  avoide  non-essential 
outlays . 


I  would  urge  that  we  get  on  with  the  task  of 
approving  international  trade  agreements  to  help  us  in 
our  efforts  to  establish  a  favorable  trade  balance  in  this 
country . 


Finally,  we  reject  completely  the  concept  of 
wage  and  price  guidelines  which  have  not  worked  in  our 
industry. 


Thank  you  very  much . 

SECRETARY  DENT:  Thank  you,  Mr.  Jones.  I  would 
like  to  nominate  on  deck  Mr.  Reginald  Jones  and  at  this  time 
call  on  Mr.  William  F.  Kerby,  Chairman,  Dow  Jones  Comapny . 

MR.  KERBY:  In  addition  to  the  damage  which  infla¬ 
tion  is  doing  to  the  overall  economy,  it  would  appear  that 
there  are  three  major  crisis  areas.  These  are  all  vital 
segments  of  the  economy  where,  unless  speedy  and  effective 
action  is  taken,  the  damange  may  be  so  severe  that  the 
national  well-being  could  be  affected  for  years  to  come. 

They  are:-  The  housing  industry  and  the  mechanism 
for  financing  that  industry  .  The  financial  industry  is  in 
shambles  and  we  stand  in  danger  of  seriously  impairing  the 
mechanism  for  capital  formation. 

We  are  embarked  on  "Project  Independence"  and  yet 
the  utility  industry  is  eliminating  or  indefinitely  post¬ 
poning  billions  of  dollars  of  new  energy  producing  facilities 
because  they  leterally  cannot  be  financed.  Thus,  we  are  in 
process  of  assuring  a  more  critical  energy  shortage  in  the 
years  ahead. 

It  would  appear  that  the  problem  to  be  solved 
involves  a  sharp  reduction  in  money  market  rates  but  so  accom¬ 
plished  as  not  to  fuel  inflationary  trends.  To  this  end  it  is 
proposed  that: 
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(Kerby  suggestions  -  2) 

Government  must  consume  a  significantly  smaller  proportion 
of  the  national  income.  Not  only  must  the  Federal  budget  be  balanced  but 
there  must  be  a  surplus.  To  achieve  this  end  these  steps  should  be  taken: 

(1)  The  1975  budget  must  be  reduced  by  not  less  than  $12,000,000,000. 
The  1976  budget  must  show  a  substantial  surplus.  No  area  of  Governmental 
expenditures,  no  agency,  no  department  should  be  regarded  as  exempt  from 
mandatory  budget  cuts.  Importantly,  there  must  be  a  moratorium  on  new 
spending  programs. 

(2)  Budget  cuts  should  be  coupled  with  a  significant  increase  in 
personal  income  taxes.  These  increases  cannot  be  concentrated  in  the  upper 
income  brackets  alone,  because  there  just  isn't  enough  money  there.  I 
suggest  a  temporary  surtax  starting  at  the  middle  income  level,  say  at 
$15,000  gross  income. 

Importantly,  savings  from  budget  cuts  and  the  additional  tax  revenues 
must  not  be  treated  as  funds  available  for  expenditure;  they  must  be  used  for 
reduction  in  the  national  debt 

As  important  but  supplementary  actions  I  suggest: 

(1)  A  more  realistic  and  more  liberal  treatment  of  depreciation. 

(2)  An  increase  in  the  investment  credit  allowance  as  applied  to 
the  utility  industry. 

(3)  A  reexamination  and  modification  in  the  light  of  today's  economic 
conditions  of  the  innumerable  governmental  regulations  which  add  to  the 

cost  of  goods  and  services. 

What  would  flow  from  the  above-mentioned  actions? 
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A  budgetary  surplus  is  standard  medication  for  inflation. 

Applying  that  reduction  to  debt  retirement  would  have  an  immediate 
impact  on  money  market  rates. 

The  fact  that  the  Federal  Government  was  no  longer  requiring 
larger  and  larger  amounts  of  financing  would  remove  a  competitor  for 
financing  from  the  capital  markets  easing  the  problem  of  the  utilities,  for 
example. 

A  realistic  treatment  of  depreciation  would  vastly  increase  indus¬ 
try's  cash  flow  and  reduce  industrial  borrowing  demands. 

The  elimination  or  modification  of  various  governmental  regulations 
which  add  to  production  and  distribution  costs  needs  no  elaboration. 

I  believe  there  is  no  one  who  would  argue  that  the  medicine  needed 
to  restore  the  capital  markets  (the  financial  industry)  to  the  essential 
healthy  condition  is  a  combination  of  lower  money  market  rates  and  a 
declining  rate  of  inflation. 
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SECRETARY  DENT:  Thank  you  very  much,  Mr.  Kerby . 
We  will  suggest  that  Mr.  Gilbride  be  on  deck  and  now  call 
on  Mr.  Reginald  Jones. 
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MR.  JONES:  Inflation  hurts  everybody.  Therefore,  we  believe 
that  the  approach  must  be  one  of  mutual  assistance--  where  each 
sector  of  society  looks  to  the  good  of  the  whole,  and  makes  the 
necessary  trade-offs  to  achieve  a  balanced  solution  that  gets  us 
out  of  our  economic  troubles  as  quickly  and  safely  as  possible. 

To  that  end,  we  have  five  proposals: 

Proposal  one:  Let's  have  a  moderation  of  the  tight  monetary 
policy  so  that  the  real  money  supply--  in  terms  of  purchasing  power — 
again  begins  gradually  to  expand.  If  you  adjust  for  inflation,  the 
real  money  supply  has  actually  decreased  5  percent  so  far  this  year. 
That's  twice  as  deep  as  the  declines  we  had  during  the  credit  crunches 
of  1966  and  1969-70,  and  each  of  those  was  followed  by  a  recession. 

If  money  supply  can  be  eased  somewhat,  financial  markets  should 
recover  in  the  next  few  months  and  capital  spending--  the  one  bright 
spot  in  the  economy--  will  be  able  to  continue.  This  would  mean  a 
stronger  economy  in  1975,  which  would  strengthen  federal  tax  revenues 
and  keep  unemployment  from  getting  out  of  hand. 

Proposal  two :  We  must  do  all  we  can  to  cushion  the  effects 
of  inflation  on  the  people  in  the  lower  income  brackets.  We  must 
see  that  prices  are  no  higher  than  necessary.  The  tax  structure 
should  be  examined  in  terms  of  equity  as  well  as  its  impact  on  the 
economy.  While  we  can't  do  much  about  past  increases  in  the  prices 


86 


of  food,  fuel,  and  materials,  let's  all  recognize  that  the  next 
big  inflationary  push  will  come  from  wage  demands  as  wage-earners 
try  to  catch  up.  If  these  are  excessive,  the  result  would  only  be 
higher  prices —  and  from  that,  nobody  wins. 

Proposal  three;  Encourage  investment  in  the  modernization 
and  expansion  of  our  productive  capacity.  We  must  improve  productivity, 
overcome  the  inflationary  shortages  in  our  basic  industries,  and  assure 
a  supply  of  energy  that  does  not  depend  so  much  on  imported  oil.  To- 
assure  continued  capital  investment,  we  need  to  strengthen  our  de¬ 
moralized  capital  markets  and  improve  industry's  cash  flow  through 
higher  investment  credits  and  depreciation  rates  that  recognize  the 
effects  of  inflation. 

Proposal  four:  Develop  an  International  Code  of 
Behavior  with  respect  to  shortage  situations  in  oil,  bauxite,  and 
other  critical  commodities  to  prevent  artifical  shortages  and 
destructive  price  increases  that  endanger  the  whole  world  economy. 

Let's  recognize  that  the  United  States  has  a  position  of  leverage 
in  such  negotiations  because  of  its  production  capabilities  in 
food,  fertilizer,  and  high-technology  products. 

And  proposal  five:  Really  get  control  over  government 
spending .  No  other  measures  will  be  effective  unless  we  get  that 
Federal  budget  under  control.  Tight  money  is  no  substitute  for 
this  urgent  objective. 


a/ 


w  -n  f,CRETARY  DENT:  Thank  you  very  much,  Mr.  Jones. 

M  Wt1k  drk  Mr-  Garfleld  to  be  on  deck  and  now  call  on 
Mr.  John  Gilb ride . 
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MR.  GILBRIDE:  Thank  you. 

Mr.  Secretary,  Members  of  the  Congress,  ladies 
and  gentlemen:  I  agree  generally  with  those  statements 
urging  that  government  expenditures  be  curtailed  in  those 
areas  where  possible  without  infringing  on  the  safety  and 
long  range  economic  stability  of  the  nation. 

I  think  that  rampaging  inflation  with  all  of 
its  deleterious  effects  can  only  be  brought  under  control 
if  all  concerned  are  prepared  to  "bite  the  bullet."  In 
industry  we  have  been  required,  by  and  large,  to  do  so 
because  the  discipline  of  the  marketplace  is  the 
controlling  factor  and  in  the  long  run  it  operates  on 
all  business  enterprises  large  or  small.  These  same 
disciplines  do  not  operate  on  our  lawmakers  to  the  same 
degree.  There  are  many  statutes  on  the  books,  and,  of 
course,  I  am  not  disagreeing  with  the  objective,  the 
ultimate  cost  of  which  to  the  taxpayer  is  unknown. 

Examples  would  be  Social  Security,  Medicare,  unemployment 
benefits,  veterans'  benefits  of  all  types,  retirement 
benefits  for  federal  employees,  and  the  list  could  go  on 
and  on.  These  programs  are  funded  directly  by  tax  money 
or  borrowed  funds,  but  the  Congress  has  taken  other 
actions  which  ultimately,  in  one  fashion  or  another,  are 
paid  for  by  the  taxpayer  wearing  his  other  hat  as  the 
consumer  of  manufactured  goods.  These  actions  take  the 
form  of  government  regulations  on  all  levels  such  as 
safety  requirements  for  automobiles  which  raise  prices 
materially. 

Congress  has  placed  requirements  on  industry 
which  involve  the  expenditure  of  huge  sums  of  money  and 
which  have  no  effect  with  regard  to  increasing  the 
productivity  of  the  enterprise.  The  requirements  of  the 
Environmental  Protection  Act,  of  the  Occupational  Safety 
and  Health  Act,  the  inordinate  increase  in  workmen's 
compensation  costs  are  examples  of  cost  additive  require¬ 
ments  which  do  not  improve  productivity  but  in  many  cases 
actually  impede  it. 

I  sincerely  believe  what  I  said  with  respect  to 
all  of  us  biting  the  bullet  but  I  also  recognize  the 
practical  realities  of  our  political  system.  Regardless 
of  the  political  unpalatability ,  the  Congress  should 
reexamine  the  legislation  I  have  mentioned  and  take 
affirmative  action  to  change  or  amend  the  laws  to  keep 
the  open  ended  outlays  from  growing  too  rapidly  and  in 
addition  to  be  extremely  wary  about  taking  on  new 
obligations  which  will  become  uncontrollable  in  the  future. 
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I  should  like  to  refer  briefly  to  one  aspect  of 
the  dire  effects  of  the  inflationary  spiral  which  to  some 
greater  or  lesser  extent  affects  all  business  but  which 
the  business  with  which  I  am  connected  could  reach 
serious  proportions. 

In  the  past  seven  or  eight  years  in  our  industry 
it  has  become  a  way  of  life  for  all  of  us  to  contract  at 
fixed  prices  for  ship  deliveries  as  much  as  three  or  four 
years  into  the  future.  Under  normal  economic  conditions, 
this  method  of  contracting  presented  no  insuperable 
problems.  Cost  of  major  ship  components  was  fixed  by 
written  agreements  with  proven  manufacturers.  The  cost 
of  labor,  by  rule  of  thumb  50  percent  of  the  contract 
price,  was  fixed  to  the  end  of  the  union  contract,  and 
increases  beyond  that  time  could  be  estimated  with  a 
reasonable  degree  of  accuracy.  Overhead  was  capable  of 
calculation  to  plus  or  minus  a  few  percent. 

Today,  certain  companies  with  whom  we  have 
fixed  price  contracts  for  major  ship  components  have 
stated  they  will  not  honor  at  the  specified  price. 

The  cost  of  labor  is  no  longer  a  fixed  price 
for  any  period  of  time  but  becomes  another  unknown 
because  contained  in  the  mion  contracts  is  a  cost  of 

living  provision  which  defies  quantification  at  this 
time . 


No  one  can  determine  what  the  overhead  burden 
is  going  to  be.  The  constantly  mounting  cost  of 
complying  with  the  new  increasingly  stringent  safety 
standards  of  OSHA  which  are  being  promulgated  almost 
on  a  daily  basis,  the  overly  strict  environmental 
standards  inhibiting  production  and  requiring  non¬ 
productive  capital  investment,  the  increasing  cost 
of  workmen's  compensation  coverage,  the  cost  of 
borrowed  money,  continually  skyrocketing,  the 
desperation  of  federal,  state  and  municipal  tax 
gatherers  for  increased  funds  to  meet  their  own 
rapidly  accelerating  costs  of  their  governments  and 
other  similar  pressures  make  it  impossible  to  project 
future  costs  for  any  period  at  all,  much  less  many 
years  into  the  future.  Presently  because  of  these 
inflationary  factors  on  all  segments  of  the  economy 

all  the  factors  previously  figured  constant  have  become 
unknowns . 
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Accordingly,  the  hardships  and  inequities  which 
adversely  impinge  upon  the  present-day  economics  of 
shipbuilding  and  other  industries  as  well  need  to  be 
effectively  addressed.  To  this  end,  the  following  actions 
on  the  part  of  the  Federal  establishment,  as  seen  from  the 
view  of  this  shipbuilder,  could  be  beneficial: 

-  tight  money  policies  should  be  relaxed  to 

facilitate  the  raising  of  short  and  long 
term  financing. 

-  materials  and  equipment  for  ship  construction 

should  be  afforded  appropriate  priorities 
allocations  to  insure  availability  of  basic 
material . 

-  regulatory  requirements  should  be  the  subject 

of  thorough  cost/benefit  analyses  and  modified 
where  appropriate. 

-  existing  shipbuilding  contracts,  with  government 

blessing,  should  be  reopened  and  renegotiated 
as  to  price  with  escalation. 

-  finally,  on  the  broad  front,  the  government  must 

move  positively  to  deal  with  the  economic 
variables  of  inflation  psychology:  there  shall 
be  less  airing  of  conflicting  projections  of 
inflation  and  more  constructive  and  visible 
action. 

Thank  you. 

SECRETARY  DENT:  Thank  you,  Hr.  Gilbride .  We 
will  nominate  Hr.  Darman  to  be  on  deck.  I  now  call  on 
Hr.  David  C.  Garfield,  Vice  Chairman,  Ingersoll-Rand  Corporation. 
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MR.  GARFIELD:  We  believe  the  present  deplorable 
rate  of  inflation  has  been  caused  by  many  factors  working  over 
a  substantial  period.  The  remedy,  therefore,  will  have  to  be 
wide  ranging  and  applied  consistently  over  a  number  of  years . 
No  speedy  and  painless  cure  is  possible. 

The  curb  inflation  we  recommend  the  Federal 
Government  come  as  close  as  possible  to  balancing  the  current 
budget  and  achieve  a  decisive  surplus  in  fiscal  1976.  This 
should  be  brought  about  primarily  by  reduction  of  expen¬ 
ditures.  A  balanced  budget  will  trim  inflationary  increases 
in  the  money  supply,  and  reduction  of  government  demands  on 
the  capital  markets  will  improve  availability  of  much  needed 
capital  for  industry. 

We  should  maintain  a  tight  money  policy  until 
moderation  of  the  present  excessive  demand  for  credit  has 
been  achieved.  However,  the  tight  money  policy  must  be 
prudently  administered  and  eased  to  some  degree  at  this  time 
to  meet  specific  economic  needs . 


We  must  channel  a  greater  part  of  our  gross  national 
product  away  from  current  consumption  and  toward  productive 
investment.  Non-productive  spending  must  be  tempered  and 
savings  encouraged. 

For  example,  this  may  mean  that  we  cannot  have 
as  many  recreational  vehicles  and  that  more  railway  coal 
cars  will  be  built  in  their  stead.  This  type  of  thing 
is  what  is  meant  by  consumer  belt -tightening  which  we  all 

talk  about,  but  which  has  not  occurred  as  yet  in  an  important 
way. 


We  hope  consideration  will  be  given  to  more 
favorable  taxation  of  interest  and  dividends  as  a  means 
of  increasing  savings. 

The  concept  of  increasing  savings  goes  hand  in 
glove  with  increasing  investment.  More  investment  is  needed 
to  build  new  capacity  for  goods  now  in  short  supply,  and  this 
will  relieve  price  pressures  caused  by  shortages.  Investment 
in  modern,  more  efficient  productive  equipment  will  enable 
production  at  lower  cost.  Producers  can  be  encouraged  and 
aided  in  making  the  necessary  investments  by  increasing 
rapid  depreciation  write-offs  and  enlarging  and  broadening 
the  investment  tax  credit. 
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According  to  a  recent  statement  by  Secretary  of 
the  Treasury  Simon }  the  effective  corporate  tax  rate  has 
increased  from  43  percent  in  1965  to  59  percent  last  year. 
This  is  after  elimination  of  the  effects  of  inflation  on 
inventory  values  and  other  inflationary  adjustments.  Under 
these  circumstances,  any  attempt  to  increase  the  corporate 
tax  rate  is  flirting  with  disaster. 

Finally,  wage  and  price  controls  have  been  shown 
to  be  a  band-aid  approach  that  does  nothing  to  correct  the 
fundamental  problem.  We  are  strongly  opposed  to  their 
re imposition . 

Thank  you. 

SECRETARY  DENT:  Thank  you  very  much,  Mr.  Garfield. 

I  would  like  to  nominate  Hr.  Malcolm  Baldrige  to 
be  on  deck  and  call  on  Mr.  Morton  H.  Darman,  President, 

Top  Company. 


MR.  DARMAN:  Thank  you,  Mr.  Secretary. 

As  head  of  a  modest  textile  manufacturing  company, 

I  would  like  at  the  outset  to  associate  myself  with  the 
remarks  of  Mr.  Horace  Jones  of  Burlington,  who  addressed 
the  meeting  earlier. 

I  summarizing  the  paper  which  I  have  made  available 
to  the  staff  in  advance  of  this  presentation,  I  would  like 
to  state  very  briefly  that  we  support  the  objective  of  a 
$300  billion  ceiling  on  Federal  spending  in  fiscal  1975  and 
we  strongly  urge  a  balanced  budget  in  fiscal  1976. 

In  the  textile  industry  there  is  a  pressing  need 
for  legislation,  to  shorten  the  tax  write-off  period  for 
machinery  and  equipment,  to  assist  in  financing  occupational 
safety  and  health  administration  and  environmental  protective 
administration,  health  safety  and  polution  abatement 
projection,  and  to  improve  cost  recovery  allowances  for 
industrial  buildings. 

In  this  connection,  our  profits  and  I  suspect  all 
of  your  profits  are  overstated  to  the  extent  that  our  present 
capital  recovery  reflects  a  depreciation  schedule  which 
relates  to  original  cost  and  largely  ignores  replacement 
costs . 
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In  addition ,  I  would  support  the  observations 
previously  made  that  something  needs  to  be  done  and  promptly 
to  reopen  capital  markets  to  new  equity  investments. 


I  would  like  to  associate  myself  with  my  neighbor, 
Mr.  Debutts 1  comment,  on  a  rollover  concept  with  respect 
to  stock  market  investments.  I  think  it  has  much  to  commend 

it.  It  had  not  occurred  to  me  until  I  came  to  the  meeting 
this  morning. 


With  respect  to  monetary  policy,  and  here  the 
House  seems  to  be  divided,  I  would  align  myself  with  the 
point  of  view  that  says  current  Federal  reserve  monetary 
policy  should  be  relaxed  to  some  degree  in  the  immediate 
future.  It  is  my  belief  the  Fed  has  been  asked  to  bear 

too  heavy  a  share  of  the  burden  of  fighting  inflation  in  and 
of  itself. 


With  respect  to  Government  regulations,  we  strongly 
oppose  wage  and  price  controls.  They  just  have  not  worked, 
and  we  feel  that  guidelines  would  have  a  similar  counter 
productive  effect. 


We  are  finding  today  that  more  and  more  of  our 
capital  is  being  diverted  from  investment  in  new  plants  and 
equipment  which  would  increase  productivity,  to  environmental 
protection  devices.  This  is  not  to  say  that  preserving  our 
environment,  protecting  our  workers  and  the  consuming 
public  is  not  important  and  should  not  go  forward. 

These  objectives  are  certainly  important  and  we 
are  in  agreement  that  there  are  needs  to  be  met  in  all  these 
areas . 


The  point  is  there  must  be  an  appropriate  social 
and  economic  balance.  Too  often,  it  appears  to  us  our 
regulatory  agencies  lean  heavily  toward  the  former  at  the 
unbearable  expense  of  the  latter.  This  results  in  less 
opportunity  to  expand  productivity  capacity  and  hampers 
industry  ability  to  increase  job  opportunities. 

With  respect  to  raw  materials  available,  we  in 
the  textile  industry  have  an  encouraging  note  to  sound.  The 
prospects  for  adequate  fiber  supplies  have  improved  in  1974. 
In  the  immediate  past,  wide  fluctuations  in  raw  cotton  and 
wool  prices  for  example  have  resulted  in  very  severe  infla¬ 
tionary  impact  on  textile  practices. 


94 


It  would  appear  that  this  pressure  is  in  the  process 
of  abating,  provided  I  should  add  that  adequate  steps  are 
taken  to  encourage  the  continuation  of  production  of  an 
adequate  supply  of  textile  fibers. 

From  my  point  of  view,  probably  the  greatest  area 
of  short-term  opportunity  for  a  tax  on  inflation  lies  in  the 
proper  roll-back  of  foreign  crude  oil  prices.  We  recognize 
the  solution  to  this  problem  involves  delicate  international 
negotiations  but  it  is  my  hope  that  our  Government,  through 
such  negotiations,  can  achieve  a  more  equitable  price  for 
foreign  crude  oil  to  the  end  that  this  lower  price  will  be 
translated  in  a  reduction  in  energy  costs  not  just  for  industry 
but  the  entire  public  that  suffers. 

We  in  industry  have  had  a  wide  energy  production 
program  and  despite  this ,  our  monthly  energy  costs  in 
absolute  dollars  continue  to  rise.  This  is  true  as  well 
when  one  examines  the  home  heating,  light  and  gasoline  costs 
of  those  who  work  for  us  and  all  energy  consuming  Americans. 

Finally,  we  believe  it  is  basic  to  the  fight 
against  inflation  to  establish  common  objectives  and 
policies  to  generate  the  broadest  possible  support.  That  is 
easy  to  say,  but  how  do  you  acoomplish  it. 

In  our  judgment,  the  way  to  establish  priorities 
with  the  broadest  possible  public  support  is  for  both  the 
Administration  and  the  Congress  to  adopt  as  policy  the 
objective  of  a  balanced  Federal  budget. 

If  when  individual  actions  are  contemplated  and 
legislation  is  under  consideration,  there  is  the  obligation 
not  merely  to  pass  the  legislation,  but  to  fund  it.  This 
will  do  more  in  my  opinion  than  anything  else  equitably  to . 
resolve  the  question  of  that  are  the  proper  national  priorities. 

We  have  suggested  some  things  which  will  take  away 
receipts.  We  are  prepared  to  pay  our  fair  share  to  blaance 
the  budget.  Thank  you,  Mr.  Secretary. 
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SECRETARY  DENT:  Thank  you  very  much,  Nr.  Darman . 
We  will  nominate  Mr.  Broyhill  to  be  on  deck  and  call  on 
Mr.  Baldridge  at  this  time. 

MR.  BALDRIDGE:  Thank  you,  Mr.  Secretary. 

Mr.  Secretary,  let  us  face  the  fact  that  inflation’s 
roots  are  political  as  well  as  economical.  It  is  well  to 
have  some  talks  of  inflation  to  get  a  reasohable  degree 
of  agreement  on  solutions;  but  business,  labor,  farmers, 
and  consumers  can  not  solve  the  problem  if  government 
policies  are  not  supportive.  This  is  particularly  true 
because  the  fear  of  future  inflation  causes  as  much  trouble 
as  the  fact  of  present  inflation. 

Therefore,  unless  the  President  and  Congress  have 
the  political  courage  to  lead  the  fight  instead  of  just 
watching  it,  we  are  in  for  real  trouble  Unfortunately, 
there  is  no  way  to  slow  inflation  without  some  attendant 
pain  which  is  politically  unpopular  and  so  far  has  been 
unacceptable  to  political  leaders.  Yet,  the  American  people 
have  always  been  willing  to  sacrifice  if  they  believed  the 
cause  was  good  and,  most  important,  if  they  perceived  every¬ 
one  to  be  sacreficing  equally. 

The  President  should  take  the  lead  in  the  press 
and  on  television  in  explaining  the  p-oblems  caused  by 
inflation  and  his  final  program  to  slow  it  down.  He  should 
muster  support  for  two  years  of  belt  tightening  programs 
spread  as  equitably  as  possible.  He  should  lead  the  way  by 
cutting  the  Federal  Budget  to  under  $300  billion  and  asking 
all  State  Governors  to  act  proportionately  and  immediately 
on  their  budget  recommendations. 

I  consider  this  absolutely  necessary;  he  should 
explain  the  measures  to  be  taken  to  ameliorate  the  short¬ 
term  burdens  on  those  who  are  hurt  disporportionately 
by  an  anti-inflation  drive.  In  equalizing  the  burden,  there 
is  no  place  for  windfall  profits  when  unemployment  is  going 
up. 


To  keep  the  country  united  behind  this  two-year 
program,  the  President  should  recommend  instituting  a  public 
employment  program  to  help  the  enemployed,  tax  relief  for  those 
incomes  below  $12,000  ,  tax  exemption  for  savings  deposits 
up  to  a  reasonable  amount,  and  temporary  excess  profit  taxes 
on  any  windfall  profits  or  any  other  like  measures  necessary  to 
spread  the  burden  as  evenly  as  possible;  otherwise,  there  would 
be  no  way  to  keep  a  broad  enough  base  of  political  support 
for  a  real  anti-inflation  fight  lasting  two  years,  as  it  must. 
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Economists  can  advise,  but  the  management  of 
inflation  is  too  important  to  be  left  to  any  one  group. 
Leadership  begins  at  the  top  by  the  actual  example  of  the 
President  and  Congress  first  before  it  can  be  creditable 
e Is  ewhere . 


The  recent  failure  of  Congress  to  defer  federal  pay 
raises  at  the  President's  request  indicates  a  real  need  for 
him  to  muster  more  support  on  the  inflation  issue  by  all 
the  considerable  means  at  his  command  or  it  will  be  politics 
as  usual  and  increasing  inflation  as  usual  until  we  run 
right  into  a  full-fledged  crisis.  Thank  you. 

SECRETARY  DENT:  Thank  you  very  much,  Hr.  Baldridge. 

As  I  mentioned,  Mr.  Broyhill  will  be  on  deck. 

Coffee  wil  1  be  available  in  the  Fort  Duquesne  Room.  We 
would  like  to  resume  at  10:50,  twenty  minutes  from  now.  As 
we  start,  we  will  ask  for  suggestions  as  to  the  progress 
of  the  meeting  so  if  there  are  ideas  you  have  as  to  how  we 
might  better  perfect  it,  I  would  like  to  hear  from  you. 

We  will  now  adjourn  the  first  session  and  resume 
in  twenty  minutes. 
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SECRETARY  DENT:  Ladies  and  gentlemen,  the 
Conference  will  resume. 

I  suggest  that  we  call  on  Mr.  Paul  Broyhill, 
President  of  Broyhill  Industries,  after  designating 
Mr.  Robinson  Barker  as  next  following  Mr.  Broyhill. 

(Broyhill  statement  follows:) 
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SECRETARY  DENT:  Thank  you,  Mr.  Broyhill. 

We  suggest  that  Mr.  Burnham  step  up  in  the 
pinch-hitter's  box.  We  call  on  Mr.  Robinson  Barker, 
Chairman  of  PPG  Industries. 

MR.  BARKER:  Thank  you  very  much,  Mr. 

Secretary. 


(Barker  statement  follows: 
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MR.  BARKER:  In  addressing  this  subject  it  is  virtually  impossible  to  avoid  say¬ 

ing  things  that  have  already  been  said  many  times.  Yet  our  objective  need 
not  be  originality.  As  in  the  case  of  effective  advertising,  repetition  of 
a  few  good  ideas  should  make  a  desirable  impact. 


First,  I  would  like  to  stress  three  points  which  I  consider  crucial: 

1.  As  has  been  said  many  times,  the  federal  budget  for  the  current 
and  coming  fiscal  years  should  be  balanced.  The  present  objective  should  be 
an  amount  under  $300  billion. 


2.  Capital  formation  needs  special  attention. 

The  most  pressing  problem  facing  industry  today  is  how  to  pay 
for  the  large  expansions  of  capacity  needed  to  keep  pace  with  soaring  demands, 
and  at  the  same  time  meet  our  commitment  to  a  cleaner  environment. 

One  way  government  can  help  is  through  tax  incentives.  Spe¬ 
cifically  I  recommend  substantial  increases  in  the  investment  tax  credit  and 
in  depreciation  allowances.  To  provide  individual  investment  incentives  the 
capital  gains  tax  should  be  revised. 

3.  In  addition  to  encouraging  capital  formation,  consumers  must 
be  motivated  to  save  more  money.  This  should  be  accomplished  by  stimulating 
the  flow  of  funds  into  thrift  institutions  by  increasing  the  ceiling  on  interest 
rates.  Also  we  should  increase  the  rate  paid  on  government  savings  bonds. 
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Without  implying  any  order  of  priority,  I  would  like  to  touch  on  a 
few  other  suggestions,  most  of  which  have  been  aired  many  times  before: 

1.  Wage  and  price  controls  have  proven  to  be  ineffective,  indeed 
counterproductive,  and  should  not  be  reimposed. 

2.  A  general  policy  of  tight  money  should  be  maintained,  but  some 
slight  easing  by  the  Federal  Reserve  might  be  timely  in  order  to  avoid  the 
present  danger  of  over-kill. 

3.  In  pursuit  of  the  laudable  objectives  of  safety  and  a  cleaner 
environment,  many  costly  non-productive  regulations  have  been  imposed  on  in¬ 
dustry  and  individuals.  A  detailed  re-examination  of  such  requirements  should 
be  undertaken  at  once,  and  those  should  be  relaxed  and  postponed  where  costs 
are  excessive  relative  to  benefits.  For  example,  in  the  generation  of  electric 
power  we  may  have  to  permit  greater  latitude  on  pollution  controls  involving 
the  burning  of  coal  and  the  installation  of  nuclear  units. 

4.  The  State  Department  and  other  appropriate  agencies,  both  private 
and  public,  must  try  to  convince  the  members  of  OPEC  that  crude  oil  price 
reductions  are  in  their  long  range  best  interests  as  well  as  ours.  At  the 
same  time,  we  must  get  on  with  "project  independence"  in  the  domestic  develop¬ 
ment  not  only  of  energy  but  also  of  other  necessary  raw  materials. 

5.  We  must  increase  the  productivity  of  all  segments  of  our  economy, 
public  and  private.  The  administration  of  unemployment  compensation  and  certain 
welfare  payments  often  provides  the  incentive  not  to  work,  not  to  be  productive. 
Without  penalizing  the  needy  we  must  make  more  efficient  use  of  these  expendi¬ 
tures.  I  recognize  that  some  of  the  anti-inflationary  moves  that  have  been 
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proposed  are  likely  to  cause  Increased  unemployment  and  that  government- 
sponsored  public  works  projects  may  be  required.  Industry  should  volunteer 
the  services  of  technical  and  managerial  talent  to  help  guide  these  temporary 
efforts. 


6.  Finally,  the  President,  his  Administration  and  the  Congress  must 
exert  the  leadership  to  bring  about  certain  changes  in  public  attitudes  toward 
our  economy.  It  is  not  invincible.  We  are  not  blessed  with  limitless  riches. 
Tradeoffs  are  necessary  between  quality  of  life  and  standard  of  living.  We 
can't  do  everything  at  once,  and  investments  that  multiply  wealth  are  far  better 
than  politically  inspired  schemes  to  divide  it.  Instead  of  carping,  and  urging 
still  more  anti-business  legislation,  the  public  and  public  officials  should 
cheer  when  industry  earns  the  level  of  returns  that  are  required  to  attract 
capital,  and  thereby  to  develop  the  technology,  resources  and  productive 
capacity  necessary  to  keep  this  economy  growing  without  runaway  inflation. 

Thank  you*v^  _  t  vx,  |  ^  _ 

1  — —  •  ,  1  » 
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SECRETARY  DENT:  Thank  you,  Mr.  Barker. 

We  nominate  Mr.  Warren  Boyce  to  be  second 
in  line  and  now  call  on  Mr.  Donald  Burnham  of 
Westinghouse . 

(Burnham  statement  follows:) 
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I  welcome  the  opportunity  to  participate  in  this  conference. 

Others  have  talked  about  our  fiscal  and  monetary  problems,  plus 
the  difficulty  in  raising  the  tremendous  amounts  of  capital  required  by  a 
growing  economy.  I  fully  subscribe  to  the  importance  of  defining  and  cor¬ 
recting  these  imbalances  here  and  --  indeed,  around  the  world. 

But  I  want  to  limit  my  remarks  to  one  phase  of  the  complex  subject 
of  inflation.  That  is  the  basic  importance  of  productivity  improvement. 

Productivity  improvement  is  important  to  all  of  us  because  we 
can  have  only  what  we  produce,  no  matter  what  happens  to  prices  or  wages. 

The  gains  in  real  wages  are  all  due  to  productivity  improvement.  By 
lessening  long-term  inflationary  pressures  through  productivity  improvement, 
we  can  help  to  reverse  the  current  erosion  of  real  incomes  and  living 
standards. 

Productivity  is  the  amount  of  goods  or  services  produced  by  an 
individual  in  a  given  period.  Improvement  comes  about  when  the  individual 
produces  more  in  the  same  amount  of  time.  Improving  a  person's  productivity 
doesn't  mean  asking  him  to  work  harder  —  just  smarter. 

The  most  dramatic  example  of  productivity  improvement  is  in 
agriculture  in  the  United  States.  Today,  only  a  little  over  four  per  cent 
of  the  work  force  is  needed  to  feed  all  the  rest  of  us.  In  1870  the  figure 
was  50  per  cent. 

The  history  of  American  industry  is  also  a  story  of  productivity 
improvement,  but  our  progress  has  slowed  down.  Great  opportunities  for 
productivity  improvement  lies  with  services,  both  public  and  private, 
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where  most  of  American  workers  are  now  employed  and  where  productivity 
efforts  so  far  have  hardly  scratched  the  surface. 

Our  country  should  undertake  a  program  to  promote  productivity 
improvement  on  a  scale  comparable  to  the  national  effort  in  agriculture 
that  began  a  century  ago. 

Government  leadership  should  involve  three  responsibilities: 

1.  Public  Understanding  —  explaining  to  the  public 
how  important  productivity  improvement  is  to 
their  economic  well  being. 

2.  Removal  of  Obstacles  —  a  concerted  effort  to 
get  the  unions  and  management  and  regulatory 
agencies  to  remove  restrictions  to  use  of  more 
productive  methods  and  equipment  and  to  eliminate 
control  of  output. 

3.  Application  of  Incentives  —  more  time,  money 
and  promotional  effort  applied  to  the  positive 
encouragement  of  productivity  improvement  than 
we  have  put  into  any  economic  program. 

It  should  involve  more  tax  incentives  for  invest¬ 
ment  in  productive  equipment;  analysis  of  pro¬ 
ductivity  effect  of  all  major  government  actions; 
internal  study  and  improvement  of  government's 
own  productivity;  incentives  for  government  con¬ 
tractors  to  improve  their  productivity;  funds  for 
retraining  workers  whose  jobs  change;  sponsoring  of 
research  in  productivity  improvement;  and  a 
revitalization  of  the  Commission  on  Productivity. 
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The  urgent  need  for  productivity  improvement  deserves  a  high 
national  priority  in  our  fight  against  inflation 
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SECRETARY  DENT:  Thank  you  very  much,  Mr. 

Burnham. 


We  nominate  Mrs.  Mary  Wells  Lawrence  and  at 
the  present  time  call  on  Mr.  Warren  Boyce,  President  of 
Microbac  Labs. 


MR.  BOYCE:  Thank  you,  Mr.  Secretary. 

As  President  of  Microbac  Laboratories,  a  small 
corporation,  I  feel  particularly  honored  to  be  invited 
to  make  a  presentation  at  this  Conference. 

I  also  speak  for  some  600  member  companies  of 
the  smaller  manufacturers  council  employing  over  60,000 
people  and  with  sales  volume  of  over  $1  billion. 

Further  consider  that  small  businesses  account 
for  60  percent  of  the  nation's  employment  and  greater 
than  40  percent  of  its  GNP ,  and  this  is  our  constituency. 

In  defining  this  current  inflation,  one  important 
xnput  is  that  supply  is  not  keeping  pace  with  demand.  This 
matter  of  supply  and  materials  shortages  is  particularly 
hard  on  small  business  which  is  at  the  low  end  of  the 
totem  pole.  There  is  evidence  on  the  Congressional  Record 
to  show  that  the  small  businessman  has  actually  been  hurt 
more  than  the  consumer  in  this  period. 

With  regard  to  fiscal  policy,  on  the  expenditure 
side,  while  we  in  small  business  applaud  the  concept  of 
holding  federal  expenditure  at  a  level  of  $300  billion, 
we  recommend  great  caution  in  applying  cuts  because  what 
may  from  the  point  of  view  of  total  expenditure  seem  to 
be  small  cuts,  may  have  a  disproportionally  severe  effect 
on  certain  lim  ited  sectors. 

I  can  lose  credibility  very  quickly  at  this  juncture 
by  making  partisan  reference  to  the  Small  Business  Administration, 
but  the  case  is  so  self-evident  as  to  deny  exclusion.  Under 
a  revitalized  SBA ,  productivity  is  an  essential  factor  in  the 
granting  of  loans.  A  cut  in  such  funds  would  cause  a  serious 
setback  in  a  sector  of  business  that  is  still  capable  of 
showing  a  marked  improvement  in  productivity ,  both  in  human 
productivity  and  capital  intensive  productivity. 

On  the  tax  side,  we  have  the  serious  problem  of 
cash  flow,  so  critical  to  small  business.  Phantom  profits, 
inflated  by  highly  valued  inventories  result  in  high  taxation 
which  in  turn  depletes  the  cash  flow.  The  danger  of  this 
trend,  along  with  the  failure  to  depreciate  capital 


107 

equipment  with  a  mind  to  replacement  cost,  is  a  qradually 
obsolescing  company. 

We  urge  consideration  of  tax  relief  in  the  form 
of  an  increase  of  the  surcharge  allowance  level  form  the 

$25,000  of  twenty  years  ago  to  $100,000,  to  allow  smaller 
businesses  to  reinvest  in  themselves  and  where  appropriate 
to  move  towards  capital  intensive,  higher  productivity 
operation. 


Reference  has  already  been  made  to  the  potential 
benefit  of  the  investment  tax.  credit.  Insofar  as  monetary 
policy  is  concerned,  the  tight  money  period  was  correctly 
as  severe  on  smaller  business  as  on  larger  corporations; 
this  in  spit  of  the  two-tier  interest  rate,  which 
essentially  places  smaller  business  on  an  equal  footing 
with  its  larger  partners,  given  its  limited  access  to 
alternative  monetary  resources  and  its  far  greater 
volnerability .  We  conclude,  therefore,  that  the  two- 
tiered  system  has  been  beneficial  and  should  be  continued. 

Government  policies  such  as  wage-price  guidelines 
and  other  controls  worked  most  severely,  if  ironically, 
against  the  exempt  small  company  which  nevertheless  had  a 
union.  We  oppose  exemptions  from  controls  meant 
particularly  aggressive  union  bargaining,  meanwhile  it 
was  extremely  difficult  for  such  small  enterprises  to 
increase  prices  during  the  economic  stabilization  period, 
because  of  the  justifiable  reluctance  of  larger  companies 
to  accept  price  increases. 

Smaller  companies  with  unions  should  not  at  any 
future  time  be  excluded  from  controls. 

The  influence  of  local  and  state  legislation  is 
Particularly  important  at  the  moment  because  so  often 
state  controlled  loans  are  tied  to  levels  of  increased 
employment  and  consequently  to  labor-intensive  operations. 

It  is  particularly  severe  in  Western  Pennsylvania 
where  the  trend  is  towards  high  technology  "spin-offs"  and  away 
from  labor-intensive  operations.  This  need  not  cause  the 
unions  anxiety  because  in  the  long  run  it  will  mean  increased 
employment.  But  it  is  very  important  that  smaller  business 
should  not  be  forced  always  to  start  from  a  position  of 
weakness  and  low  productivity.  We  strongly  recommend  that 
equal  loan  treatment  should  be  granted  to  those  business 
ventures  showing  a  capability  of  high  productivity. 
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In  the  area  of  materials  shortage,  the  smaller 
companies  have  clearly  been  very  hard  hit  as  in  the  matter 
of  interpretations  of  the  new  environmental  protection  laws. 

In  conclusion,  I  hope  that  the  importance  I  attach 
to  high  productivity  is  clearly  noted.  This  may  necessitate 
an  intensive  education  program  under  the  guidance  of  the  SBA, 
the  Department  of  Commerce,  and  perhaps  through  organizations 
like  SMC. 


Smaller  business  may  well  be  more  accessible  to 
higher  productivity  than  more  developed  in  industry.  It  is 
worth  the  endeavor  to  try . 

Thank  you. 
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SECRETARY  DENT:  Thank  you  very  much,  indeed, 

Mr.  Boyce. 

I  would  like  to  nominate  Hr.  Mansager  for  the 
speaker  following  Chairman  Mary  Wells  Lawrence  of  Wells, 

Rich,  Green,  Inc. 

MRS.  LAWRENCE:  Thank  you.  Secretary  Dent. 

I  must  say  I  feel  like  the  woman  who  suddenly 
found  herself  at  the  Last  Supper. 

One  of  the  stimulating  aspects  of  the  advertising 
business  is  the  view  you  get  by  working  with  a  wide  variety 
of  businesses,  including  government,  which  is  the  biggest 
business  of  them  all. 

It  has  become  clear  that  the  businesses  that  stay 
very  lean  and  spend  money  only  on  essentials  are  always 
in  good  shape.  The  business  of  government  could  be  a  lot 
leaner  if  spending  were  kept  to  essentials. 

As  Mr.  Scott  said,  between  1960  and  1974  federal 
spending  increased  191  percent.  Functions  other  than  defense 
grew  309  percent  and  now  include  duties  such  as  niggling  over 
where  in  an  advertisement  the  surgeon  general's  warning 
should  be  located,  and  duties  such  as  deciding  whether  or 
not  people  may  venture  from  the  United  States  to  attend 
a  convention. 

A  lot  of  money  is  spent  in  the  alleged  cause  of 
the  consumer,  the  taxpayer  and  the  voter  in  social  programs 
that  they  may  not  want  to  pay  for.  You  are  talking  to  many 
impressive  experts  in  these  meetings  but  most  of  us  are  bound 
to  have  strong  interests. 

It  would  be  good  to  find  a  way  to  hear  from  the 
people  at  large  and  let  them  hear  each  other  about  what  they 
do  and  do  not  want  you  to  do  with  their  money  in  the  future. 

No  matter  what  programs  you  create  you  will  need 
the  support  and  cooperation  of  the  people  to  be  successful. 

All  the  research  that  we  do  in  my  business  suggests  that 
at  this  time  the  people  do  not  think  anyone  in  government 
is  listening  to  them  ^nd,  in  fact,  that  government  --  Republicans 
and  Democrats  —  is  on  a  completely  different  wave  length. 
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They  seem  to  believe  that  at  a  time  when  their  money  is  tight 
government  is  spending  their  money  wastefully  on  a  lot  of 
non  essentials. 

I  have  seen  signs  of  great  frustration  which  could 
be  damaging  to  the  very  best  of  plans.  And,  I  suggest  you 
find  a  fresh,  new  way  to  hear  directly  from  the  people  — 
perhaps  in  a  preference  vote  of  some  type  what  programs  do 
they  consider  essential  and  want  their  money  spent  on  and 
what  programs  are  not  essential  in  their  view. 

I  would  just  like  to  comment  that  as  government 
spending  and  power  has  grown  it  seems  to  be  in  exact  pro¬ 
portion  to  the  squooshing  of  business  by  government. 

Regulatory  fever  in  Washington  has  created  doubt 
in  the  future  and  some  of  it  is  regulation  for  the  sake  of 
regulation.  Few  industries  are  as  willing  to  innovate  as 
they  were  for  the  truth  about  new  products  is  that  fewer 
new  products  are  being  developed  —  which  will  have  an  effect 
on  the  future. 

Some  countries'  first  priority  is  to  help  their 
businesses  thrive  so  that  there  will  be  jobs  and  success 
in  the  world  market. 

Sitting  aside  watching  the  businesses  I  have  dealt 
with  for  26  years  it  seems  almost  as  though  government  here 
is  anti-business. 

Corporations  pay  only  15  percent  of  the  taxes 
directly  but  over  83  percent  of  the  $200  billion  government 
is  spending  is  generated  through  corporate  taxes ,  taxes 
paid  by  employed  people,  social  insurance  and  other  business 
taxes . 

Sitting  on  the  side  line  it  appears  to  me  you  are 
killing  the  goose  that  used  to  lay  those  golden  eggs.  It  is 
possible  that  as  the  root  of  inflation  and  loss  of  productivity 
and  the  current  loss  of  satisfactions  is  that  there  is  too 
much  government  for  people  to  pay  for  and  for  a  health  business 
climate  in  which  people  can  work  and  progress. 

Thank  you. 

SECRETARY  DENT:  Thank  you  very  much  indeed, 

Mrs .  Lawrence . 
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We  nominate  Mr.  Marriott  as  the  second  speaker 
and  at  this  time  recognize  Mr.  Felix  Mansager,  Chairman 
of  the  Hoover  Company. 

MR.  MANSAGER:  Thank  you,  Mr.  Secretary. 

(Mansager* s  statement  follows:) 


In  the  time  alloted,  I  hardly  have  time  to  go  into  a 
any  subject  in  depth — so,  of  necessity,  what  I  have  to  say 
will  be  in  the  form  of  short  statements. 

I  think  everyone  should  be  concerned  with  the  fact 
that  in  21  out  of  the  last  30  years  our  government  has 
operated  on  a  deficit  basis  resulting  in  an  ever-increasing 
national  debt  which  must  be  financed. 

This  has  been  one  of  the  major  elements  in  the 
inflationary  spiral  which  we  are  now  experiencing. 

This  financing  incurs  heavy  interest  costs  and 
other  related  administrative  expenses  which  in  and  of  them¬ 
selves  have  become  important  multi-billion  dollar  budget 
items.  Interest  alone  is  $31  billion. 

I  think  we  all  agree  that  a  $481.5  billion  gross 
national  debt  is  an  astronomical  figure  —  especially  when 
we  realize  that  the  increase  was  $108  billion  in  just  5  years. 

Certainly  it  would  appear  to  be  sound  financial 
policy  to  try  to  prevent  any  further  growth  in  the  debt. 

Balanced  budgets  would  make  this  possible.  Budget 
surpluses  would  permit  debt  reduction.  This  would  return 
money  to  the  private  sector  and  reduce  pressures  on  the  money 
markets . 


A  balanced  budget  would  have  a  tremendous  force  in 
restoring  confidence  at  home  and  abroad. 

The  U.S.  dollar  would  be  measurably  strengthened 
and  I  have  just  returned  from  two  weeks  of  business  meetings 
in  Europe  where  I  have  heard  that  statement  repeatedly  emphasized. 

Broadly  speaking,  the  government  should  be  committed 
to  a  continuous  review  to  insure  elimination  of  unnecessary 
activities  and  projects. 

It  should  leave  as  much  as  possible  to  local  govern¬ 
ment  and  the  private  sector. 

Just  a  quick  word  on  taxation,  with  the  high  rate 
of  inflation  which  we  are  now  experiencing  --  this  is  certainly 
not  the  time  to  suggest  that  there  should  be  a  net  reduction 
in  Federal  taxation. 
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I  do  not  think  anyone  will  disagree  with  me  when 
I  say  that  in  recent  years  we  have  encouraged  the  Federal 
government  to  steadily  enlarge  on  its  activities  and  special 
projects  —  but  we  have  not  had  the  courage  to  demand  that 
the  government  affect  our  own  pocketbooks  and  make  us  pay 
currently  for  these  projects. 

Instead,  we  have  subscribed  to  the  easier  course 
of  letting  the  government  pay  through  financing  its  vast 
budget  deficiencies.  So  the  taxes  we  did  not  pay  earlier 
we  are  now  paying  through  inflation.  As  a  result,  taxpayers 
are  finding  themselves  paying  more  taxes  —  many  are  in 
higher  tax  brackets  and  with  after-tax  dollars  that  are 
worth  less  than  in  prior  years. 

Probably  the  hardest  hit  by  this  is  the  great 
American  middle-class  on  which  the  success  of  the  economy 
is  so  largely  dependent.  As  proved  during  the  period  when 
wage  and  price  controls  were  in  effect,  I  agree  that  they 
work  only  for  a  short  period  at  best.  The  dislocations 
caused  by  controls  on  the  economy  tend  to  worsen  the 
situation  that  they  were  intended  to  alleviate. 

Private  incentives  are  more  workable  in  that  they 
allow  solutions  to  be  fit  to  the  particular  business  or 
problem.  Important  in  this  is  a  commitment  from  both 
business  and  labor  to  act  in  an  unselfish  manner. 

In  conclusion,  in  my  view  the  most  important 
consideration  at  this  time  is  that  we  continue  the  present 
tight  monetary  policy  complemented  by  significat  reduction 
in  Federal  spending. 


SECRETARY  DENT:  Thank  you,  Mr.  Mansager. 

We  nominate  Mr.  Manford  Lee  and  at  this  time  call 
on  Mr.  Willard  Marriott,  Chairman  of  the  Marriott  Corporation. 

MR.  MARRIOTT:  Thank  you,  Mr.  Secretary. 

(Marriott's  statement  follows:) 
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MR.  MARRIOTT; 

Thank  you  Secretary  Dent  for  the  opportunity  to  share  some  of  our 
views  about  the  serious  problems  we  face  in  dealing  with  inflation.  We 
at  the  Marriott  Corporation  have  no  "quick  fix"  solutions  to  our 
problems,  nor  do  we  believe  it  practicable  to  seek  such  kinds  of 
solutions. 

As  we  see  it,  the  kind  of  inflation  we  face  is  different  than  in  the 
past.  It  stems  from  a  variety  of  causes,  the  most  important  of  which, 
in  our  opinion,  being  continued  government  deficit  financing  and 
spending  which  in  the  last  decade  has  seen  us  spend  approximately 
$120  billion  more  than  we  have  raised  in  taxes.  Other  causes  are 
important  too,  however,  we  believe  that  in  treating  all  these  causes  the 
government's  basic  policy  of  demand  management  should  be  reviewed  and 
redirected  in  those  areas  which  increase  production  and  the  supply  of 
goods  and  services.  We. believe,  as  a  matter  of  public  policy,  that  our 
national  interest  will  be  best  served  if  a  balanced  federal  budget  or  surplus 
is  aggressively  sought  in  both  fiscal  '75  and  '76.  In  this  regard,  we  see  a 
requirement  to  take  a  hard  look  at  givernment  expenditures,  reduce 
them  where  feasible  and  practice  fiscal  restraint. 

We  believe  there  is  an  obvious  necessity  to  attack  worldwide 
inflation  by  pursuing  a  policy  to  increase  supply  rather  than  attempting  to 
"fine  tune"  the  economy  and  artificially  manipulate  demand.  We  believe  the 
productive  capacity  of  our  economy  is  up  to  the  task  if  given  the  necessary 
freedom  of  action  to  produce  more.  The  law  of  supply  and  demand  will 
work  if  we  give  it  a  chance  and  some  help.  To  facilitate  increased  production 
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We  would  advise  adopting  a  variable  investment  tax- credit  based  on 
the  criticality  of  an  industry  and  its  present  situation.  Currently,  there 
seems  to  be  no  single  magic  number  for  an  investment  tax  credit  which 
is  suitable  for  all  industries.  For  example,  one  industry  may  require  an 
investment  tax  credit  of  15%  while  another  only  10%  in  order  to  expand 
its  product  and  make  new  jobs.  Similarly,  accelerated  depreciation 
should  be  authorized  to  encourage  the  replacement  of  energy  inefficient 
equipment  with  new  efficient  equipment. 

Like  others,  we  believe  our  national  credit  policy  should  be 
adapted  to  meet  the  present  situation,  and  that  low  money  rates  be 
provided  to  expand  facilities  and  increase  production.  At  today's  current 
interest  rates  there  is  no  way  for  business  and  industry  to  maintain  and 
expand  capital  equipment,  and  profits  are  inadequate  to  generate 
sufficient  cash  flows  to  meet  those  investment  requirements  and  direct 
more  funds  into  other  productive  purposes.  For  example,  to  help  solve 
the  current  capital  crisis,  selective  control  over  consumer  credit  can 
be  used  to  take  some  of  the  steam  out  of  the  current  inflation  and  free 
some  of  those  funds  for  productive  investment  and  job  creating  purposes. 

We  believe  the  entire  area  of  government  regulation  needs  to  be 
overhauled  in  light  of  the  present  situation.  Regulations  which  restrict 
production  and  competition  need  to  be  revised  if  we  are  to  expand  our 
supply  of  goods  and  survive.  In  this  area  the  environmental  protection 
requirements  must  be  squared  with  our  need  to  survive  economically. 
And  we  should  ignore  the  temptation  to  reinstitute  wage-price  controls. 
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We  support  President  Ford's  initiative  in  achieving  economic 
unity  -with  the  rest  of  the  world  and  especially  in  pursuing  international 
monetary  stability.  Our  view  is  that  it  would  be  unwise  to  pursue  a 
go-it-alone  international  economic  policy. 

Our  advice  is  simple.  We  believe  the  way  out  of  our  difficulties 
is  to  use  the  power  of  government  to  remove  the  shackles  which 
restrain  the  capacity  of  business  and  industry  to  produce  more,  and 
to  facilitate  the  channeling  of  credit  into  its  most  productive  avenues. 

Also,  we  conclude  that  just  as  business  and  industry  must  meet 
its  responsibilities  in  our  fight  on  inflation,  so  must  labor.  There  can 
be  no  success  in  our  fight  if  wages  and  wage  increases  are  paid  with 
no  regard  to  the  need  for  increased  productivity.  Wage  rates  must 
bear  a  greater  relationship  to  economic  reality.  We  cannot  consume 
that  which  we  can  not  afford  to  produce. 

In  summary,  our  present  situation  is  a  result  Of  many  factors, 
operating  over  a  period  of  time,  and  the  solution  to  our  difficulty  lies 
in  our  willingness  to  accept  the  dictates  of  a  free  --  albeit  imperfect-market 
economy  and  do  what  is  necessary  to  insure  its  continued  orderly  ex¬ 
pansion  and  growth. 

SECRETARY  DENT:  Thank  you,  Mr.  Marriott. 

We  nominate  Mr.  Rockwell  and  now  call  on 
Mr.  Manford  Lee,  Chairman  of  the  V.F.  Corporation. 
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MR.  LEE:  Mr.  Dent,  Members  of  Congress,  I 
think  and  hope  out  of  these  conferences  can  come  a 
bitpartisan  economic  policy  that  can  and  will  be  good 
for  this  country.  We  need  that  badly.  What  is  good 
for  the  country  is  good  for  all  of  us. 

I  would  suggest  we  have  a  morale  problem  in 
this  country  which  is  very  bad,  which  is  the  sort  of 
thing  in  a  manufacturing  plant  when  morale  is  down, 
production  is  low. 

It  would  be  a  good  thing  for  the  Congress 
of  the  United  States  to  vote  a  restriction  upon 
themselves  that  they  will  not  pay  out  more  money 
or  spend  more  money  than  they  take  in.  If  they  want 
the  rest  of  the  world  to  economize,  they  should  show 
some  signs  of  responsibility.  I  think  they  should  call 
on  the  Executive  Branch  of  the  government  to  review  all 
programs,  reevaluate,  eliminate  duplication  and  establish 
priorities . 

The  real  problem  as  I  see  it  is  that  our  costs 
are  too  high.  We  are  paying  too  much  for  what  we  produce. 
There  are  a  few  ways  of  lowering  costs,  more  production, 
higher  technology,  new  factories  and  new  plants  and 
equipment.  But  there  is  one  thing  that  we  could  do  now. 

We  can  start  on  this  tomorrow  morning.  I  would  urge 
the  President  of  the  United  States  to  call  upon  all  of 
us  each  day  to  produce  a  little  more  a  little  better 
than  we  are  expected  to  do. 

That  is  not  going  to  hurt  any  of  us  and  we 
could  start  on  that  immediately.  I  do  not  agree  that 
high  interest  rates  are  non-inf lationary .  It  has  been 
my  observation  these  rises  are  passed  on.  There  is 
some  credit  restraint  through  high  interest.  We  need 
to  expand  our  productive  market.  Our  capital  market  is 
in  a  shambles  and  we  must  find  a  way  to  fix  that. 

SECRETARY  DENT:  Thank  you  very  much. 

We  nominate  Mr.  Shipley  and  call  upon  Mr. 
Willard  F.  Rockwell,  Jr. 

(Rockwell  statement  follows:) 
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Several  previous  speakers  have  included  improved  productivity  as 
one  of  the  means  of  controlling  inflation,  and  I  would  like  to  elaborate  on 
that  subject. 

Charls  E.  Walker,  former  Assistant  Secretary  of  the  Treasury, 
in  his  Washington  Economic  Report  for  August  21,  1974,  which  was  an  open 
letter  to  the  President  stated  he  wished  the  President  would  use: 

Bully  Pulpit"  of  the  Presidency  to  raise  the  level  of 
economic  understanding  of  the  American  electorate. 

Appropriate  lessons  include:  1  There  is  no  such  thing 
as  a  free  lunch  ;  2  A  full  day's  work  for  a  full  day's 
pay  makes  everybody  better  off;  3  To  consume  more,  we 
must  produce  more.  Simple  truisms?  Yes.  Widely  understood 
by  the  American  people?  No." 

In  my  own  Company  we  set  up  Productivity  Task  Force  about  a  year 
ago.  A  questionnaire  was  sent  to  every  productivity  center  in  our  Company 
of  140,000  employees.  One  of  the  results  of  the  survey  conducted  by  this 
Task  Force  was  that  their  research  indicated  that  neither  hourly  employees 
nor  -  surprisingly  -  middle  management  believe  that  employees,  the  company 
or  the  country  as  a  whole  can  benefit  from  productivity  improvement. 

Needless  to  say,  we  set  about  designing  a  corporate-wide  motivational 
communications  program  -  the  theme  being  "Beat  the  Competition".  Now  that 
doesn't  mean  just  our  competitors  around  this  table  but  the  competitors  of 
the  working  man  for  his  job  -  in  Japan,  Germany,  France,  Britain,  or  Latin 


America. 
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So  I  urge  that  this  Conference  to  study  and  report  on  Productivity 
through  a  re-invigoration  of  the  National  Commission  on  Productivity  which 
was  another  recommendation  of  Charls  Walker,  and  the  creation  of  a  Productivity 
Center  as  recommended  by  Jackson  Grayson  —  head  of  Cost  of  Living  Council, 
but  with  the  official  backing  of  industry,  labor,  and  government.  Without  the 
active  backing  and  support  of  all  three,  results  will  probably  be  negligible, 
but  with  a  concerted  effort  by  all  three  -  not  only  in  the  areas  of  manu¬ 
facturers  and  processors  -  but  in  all  fields,  such  as  agriculture, 
distribution  and  service  industries,  the  attack  on  inflation  could  be 
formidable  I 
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SECRETARY  DENT:  We  nominate  Mr.  Smith  and 
call  upon  Mr.  James  R.  Shepley,  President  of  Time/ 
Inc . 


MR.  SHEPLEY:  Mr.  Secretary,  gentlemen,  Mrs. 
Lawrence,  Mrs.  Peterson,  it  has  been  suggested  here  this 
morning  that  it  is  highly  urgent  to  put  aside  political 
considerations  and  allow  economic  solutions  to  work.  It 
has  been  suggested  on  the  other  hand  that  the  problems  are 
more  essentially  political  than  they  are  economic.  I  would 
like  to  suggest  that  it  might  be  more  accurate  to  describe 
the  problems  as  not  only  political  but  truly  historical  in 
nature . 


Certainly,  we  know  that  the  developed  nations  of 
which  we  are  the  leading  one  are  in  for  a  period  of  heavy 
going,  heavy  going  in  the  long  term  and  we  can  see  if  we 
look  about  us  that  the  problems  result  at  least  in  large 
part  from  large  historical  forces  at  work  in  the  world. 

It  is  not  only  that  too  much  money  is  chasing 
too  few  goods,  bur  rather  that  too  many  people  are  now 
chasing  too  few  basic  materials. 

We  know  that  today  the  underdeveloped  nations, 
the  so-called  former  colonial  powers,  the  one  time  have- 
not  powers,  are  seeking  to  make  the  most  of  what  they  have 
and  they  are  demanding  that  their  expectations  be  fulfilled. 

To  my  mind,  this  now  requires  the  highest  level 
of  government  attention  and  notably  the  President  himself 
to  take  up  the  unprecedented  challenge  of  leadership  both 
at  home  and  abroad. 

The  economic  policies  required  to  reduce  demand 
and  lower  the  inflation  rate  are  by  now  well  known  and 
there  was  a  broad  agreement  about  them  at  the  President's 
September  5  meeting  with  leading  economists. 

Policies  include  restrictive  fiscal  and  monetary 
measures.  Unfortunately,  all  of  these  measures  involve  a 
fair  amount  of  anguish  for  some  Americans  in  the  short  run. 
Indeed  they  will  hurt  almost  everyone.  Unemployment  rates 
w^ll  rise,  profits  will  fall  and  some  businessmen  will  go 
under  and  just  about  all  businessmen  will  have  difficulty 
raising  money. 
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One  is  not  so  well  known,  to  put  it  mildly,  how 
in  a  democratic  society  you  gain  broad  public  support  for 
these  painful  policies.  I  would  argue  there  is  no  way  we 
could  indeed  curb  inflation  and  also  preserve  our  free 
institutions  unless  we  do  gain  that  support. 

Our  political  difficulties  are  magnified  further¬ 
more  by  what  has  been  called  here  this  morning  "overkill". 

We  must  reduce  demand  enough  to  moderate  inflationary 
expectations  but  not  reduce  it  enough  to  pitchfork  us  into 
a  depression.  This  means  the  policymakers  have  very  little 
margin  for  error.  It  also  means  they  have  a  considerable 
problem  in  trying  to  explain  to  the  American  people  what 
they  are  trying  to  accomplish. 

The  credibility  problem  is  enormous.  There  will 
be  times  when  a  wise  policy  calls  for  us  to  moderate  the 
degree  of  restraint  temporarily  in  order  to  avoid  overkill 
and  some  such  moderation  was  in  effect  what  many  at  the 
September  5  economists'  meeting  and  what  many  here  today 
are  proposing  for  monetary  policy. 

They  want  it  eased  but  I  gather  only  temporarily 
and  only  within  the  framework  of  a  still  restrictive  posture. 
This  is  all  terribly  difficult  to  convey  to  the  public, 
especially  when  many  of  them  will  be  expecting  that 
temporary  moderation  can  be  turned  into  a  major  relaxation 
of  whole  campaigns  against  inflation. 

There  are  a  number  of  things  the  Administration 
might  do  to  minimize  the  credibility  problems  that  are  built 
into  this  situation.  The  most  important  it  seems  to  me  is 
to  be  fairly  explicit  about  our  objectives.  I  would  think 
at  this  point  a  reasonable  objective  would  be  an  inflation 
rate  of  three  percent  or  less  to  be  achieved  within  three 
years . 


We  don't  necessarily  need  a  precise  timetable  with 
the  stops  all  along  the  way,  but  it  does  seem  essential  that 
the  public  understand  that  there  will  be  a  long  campaign. 

We  also  need  to  make  the  people  understand  just 
how  our  fiscal  and  monetary  measures  are  working  and  here, 
too,  it  will  pay  to  be  explicit  about  the  targets. 

One  of  the  magazines  we  publish.  Fortune,  would 
associate  itself  with  those  who  come  out  this  morning  to 
ask  for  a  budget  surplus  instead  of  a  deficit. 
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I  know  that  many  here  will  regard  that  as  an 
outsized  ambition,  especially  those  from  the  government. 
Perhaps  as  the  year  develops  it  will  turn  out  to  be  not 
the  right  number  that  we  proposed,  $10  billion,  but  we 

do  need  some  surplus  and  the  number  should  be  a  significant 
one . 


A  sizeable  surplus  would  serve  as  an  earnest 
show  of  our  intention  and  bolster  credibility  and  also 
serve  to  moderate  pressures  in  the  financial  markets  and 
make  the  Federal  Reserve  task  much  easier. 


Certainly,  as  to  monetary  policy,  gradualism 
must  be  the  name  of  the  game.  Whatever  it  is  running  at 
m  terms  of  real  dollars,  the  money  supply  growth  is 
estimated  to  be  in  the  neighborhood  of  six  percent.  I 
don't  know  what  figure  you  can  come  out  at  —  you  can 
make  it  come  out  at  any  figure  by  playing  with  base 
rates  —  but  a  level  of  three  or  four  percent  seems  to 
be  one  most  of  us  believe  here  is  highly  desirable.  It 
seems  it  would  be  a  good  idea  if  the  President  would 
put  his  prestige  behind  the  Federal  Reserve's  valiant 
efforts  to  get  us  down  to  that  level. 

There  is  no  real  peacetime  effort  for  the 
sacrifices  the  President  must  call  on  the  American 
people  to  make.  I  hope  he  makes  that  call  and  I 
believe  if  he  does,  the  people  will  respond  to  it. 

SECRETARY  DENT:  Thank  you,  Mr.  Shepley. 

We  nominate  Mr.  Waltersdorf  and  ask  Mr. 

Benno  Schmidt  of  the  J.H.  Whitney  &  Company  to  come 


MR.  SCHMIDT:  Thank  you,  Mr.  Secretary.  I 
prefer  the  formulation  you  gave  last  night  in  the 
President's  words  when  you  said  we  were  here  to 
discuss  the  problems  which  beset  our  economy  to  the 
formulation  of  just  a  conference  on  inflation. 

I  think  inflation  is  one  of  the  most  serious 
problems  that  besets  our  economy  as  has  been  pointed 
out  here  this  morning.  It  must  be  worked  on  in  context. 
I  think  if  we  had  nothing  to  do  but  to  eliminate  the 
inflation,  we  could  probably  get  the  job  done  if  we 
did  not  care  where  the  chips  fell,  but  the  chips  would 
fall  in  the  form  of  business  failures  and  bank  crises 
and  unemployment  to  a  degree  which  would  be  intolerable 
in  this  free  enterprise  economy. 
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Therefore,  the  problem  is  to  determine  what 
we  can  do  about  inflation  without  triggering  the  prices 
of  unacceptable  proportions  and  what  we  can  do  to  avoid 
the  crisis  without  triggering  inflation  in  unacceptable 
proportions . 

My  firm  is  a  venture  capital  investment  firm 
that  invests  in  small  and  growing  business,  and  once 
we  are  in  those  businesses  we  usually  stay  in  them  for 
ten  or  fifteen  years. 

Small  companies,  if  they  are  good  enough  to 
stay  in  business  to  get  by  the  initial  difficulties  are 
usually  efficient,  productive,  good  companies,  competitive 
in  the  marketand  in  the  aggregate  they  employ  a  higher 
percentage  of  our  employed  peoples. 

Today  those  companies  are  finding  it  exceedingly 
difficult  to  do  any  kind  of  debt  financing  and  impossible 
to  do  any  kind  of  equity  financing.  That  is  the  lifeblood 
of  those  companies  or  of  that  type  of  company. 

Within  the  last  three  weeks,  I  have  had  to  help 

three  such  companies  move  their  bank  accounts  from  well- 

established  banks  in  which  they  had  long  records  in 

banking  to  large  New  York  banks  who  were  able  to  take 

over  credit  requirements  that  had  previously  been  handled 
by  the  smaller  or  local  banks. 

Now,  if  those  companies  had  not  had  a  J.  H.  Whitney 
Company  or  someone  comparable  to  help  them  with  their 
requirements,  they  might  be  the  edition  that  Time  reported 
in  its  next-to-last  edition  about  5,000  favors  given  during 
the  past  half  of  this  past  year. 

So,  I  think  we  must  have  some  moderation  in  the 
tight  money  policy.  I  don't  think  it  has  to  be  an  extreme 
moderation  but  we  must  have  some  moderation  and  I  think 
that  this  will  go  a  long  way  toward  restoring  the  debt 
and  equity  markets  for  companies  of  this  size. 

I  think  the  suggestions  that  have  been  made  as 
to  the  federal  budget  are  essential  if  we  are  going  to 
moderate  the  money  supply  and  not  fire  the  inflation. 

We  must  have  a  balanced  budget  in  1975  and  it  seems 
to  me  we  should  have  a  small  surplus  by  June  1976.  I  think 
that  would  be  not  only  good  medicine  but  would  be  very 
strong  encouragement  to  the  domestic  stock  market  and  to  the 
dollar  abroad. 
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I  am  deeply  opposed  to  wage  and  price  controls. 
They  work  singularly  unfairly  to  businesses  that  are 
growing  and  just  getting  started.  We  went  through  that 
period.  It  was  a  very  sad  period.  I  hope  that  will  not 
be  repeated. 

I  also  hope,  although  it  is  not  my  particular 
interest  that  Congress  will  succumb  to  putting  in 
controls  for  certain  industries  like  the  oil  and  gas 
industry  which  has  come  under  pressure  recently  because 
that  would  be  no  solution  to  that  problem. 

SECRETARY  DENT:  Thank  you. 

We  nominate  Mr.  Stetin  and  move  on  to  Mr. 
Waltersdorf,  President  of  the  Tristate  Electrical 
Supply  Company. 

(Waltersdorf  statement  follows:) 
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My  presence  in  this  meeting  is  that  of  a  businessman  who  is  part  of  the 
wholesaling  industry,  which  absorbs  and  markets  more  of  the  output  and  production 
of  farms  and  factories  than  any  other  segment  of  the  economy.  As  President  of  the 
National  Association  of  Wholesaler  Distributors  I  have  talked  recently  to  many 
concerned  distributors  throughout  the  country. 

Today  the  wholesale  distribution  sector  of  the  economy  is  privileged  to 
market  over  four  hundred  billion  dollars  a  year  of  the  products  of  our  farms  and 
factories.  Most  of  our  investment  is  in  the  current  assets  of  inventory  and 
accounts  receivable.  We,  in  effect,  are  the  "shock  absorbers"  of  a  major  portion 
of  the  economic  production  of  this  country. 

At  present  the  wholesaling  industry  is  in  a  state  of  shock  as  a  result  of  the 
pressure  put  upon  our  capital  requirements  due  to  double  digit  inflation.  Last  week 
every  newspaper  in  the  United  States  had  banner  headlines,  appropriately  enough 
on  Friday  the  13th,  stating  "Wholesale  Price  Index  Rises  3.9%  for  August"  the 
highest  increase  in  28  years.  That  would  result  in  an  annual  rate  increase  of  46.8%. 
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Unfortunately  most  people  reading  the  Wholesaling  Price  Index  react 
and  think  that  wholesalers  have  raised  their  prices  again.  Instead  it  generally 
represents  the  index  of  prices  that  manufacturers  are  selling  their  products  to 
wholesaler-distributors.  In  my  own  electrical  industry  for  the  first  seven  months 
of  this  year  the  McGraw  Hill  Price  Index  indicates  a  23.6%  rise  in  the  prices  of 
electrical  products. 

The  inf latio nous  effects  of  these  horrendous  price  increases  on  wholesalers 
investment  in  replacement  inventories  and  accounts  receivable,  as  well  as  sales, 
are  obvious.  Additional  capital  reguirements  at  12%  interest  rates  have  put 
additional  inflationary  pressure  into  the  pricing  structure  that  we  charge  our 
customers.  This  further  has  been  accentuated  by  the  pressures  of  expanding 
inventories  required  due  to  shortages  and  longer  lead  times  on  deliveries  from 
manufacturers . 

High  interest  rates,  shortages  and  price  inflation  have  also  put  many 
customers,  particularly  in  the  construction  field,  in  jeopardy.  It  has  put  artificial 
additional  pressures  on  demand  to  get  things  now  and  store  it  on  the  construction 
site  even  though  the  material  will  not  be  required  for  another  twelve  months  in 
many  cases.  The  wholesale  industry  probably  has  at  least  $9  0  to  $100  billion 
in  accounts  receivable  under  extreme  pressure  today.  We  are  in  the  midst  of  a 
tremendous  liquidity  crunch.  Its  result  is  the  beginning  of  a  crumbling  effect  on 
the  economy  which  is  beginning  to  emerge  among  our  consumers.  These  consumers 
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cannot  go  out  and  buy  a  cheaper  cut  of  meat  as  the  housewife  type  of  consumer 
does.  These  consumers  of  goods  have  only  one  alternative  and  that  is  to  go  out 
of  business.  This  portends  the  beginning  of  a  falling  apart  at  the  bottom  of  the 
economy. 

In  identifying  the  causes  of  inflation  I  feel  that  we  must  begin  by  recognizing 
that  the  true  character  of  inflation  is  that  of  squandering  economic  and  human 
resources.  This  has  resulted  from: 

1 .  Shortages  and  pressures  created  by  tampering 
artificially  with  the  economic  structure  of  the 
United  States  through  price  and  wage  controls. 

2 .  Production  capacity  shortfalls . 

3.  Inefficiencies  in  government  such  as  those 
identified  by  the  Commission  On  Government 
Procurement  which  to  date  have  been  largely 
ignored . 

4 .  A  restrictive  monetary  policy  that  has  been  too 
stringent  in  recent  months . 

5 .  Federal  and  state  policies  and  laws  which  work  to 
impair  the  productivity  of  business  such  as  Environmental 
production  and  OSHA  regulations. 

6.  Lack  of  self-sufficiency  in  energy  production. 
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The  only  solution  to  counteracting  the  squandering  of  our  economic 
and  human  resources  is  for  the  government  to  adopt  a  serious,  no  nonsense, 
responsible  attitude  toward  inflation.  It  can  best  accomplish  this  by  establishing 
a  new  and  dynamic  "Productivity  Policy' .  Productivity  is  the  opposite  of 
squandering  and  waste.  We  must  achieve  greater  productivity  of  machines,  men, 

and  money. 

This  is  the  responsibility  of  our  political  leaders  of  Congress,  as  well 

G 

as  the  President,  because  they  sy^t  the  rational  tone.  But  business  and  labor, 
as  well  as  other  sectors  of  the  economy,  have  a  major  responsibility.  Each 
must  be  willing  to  be  objectively  introspective  about  those  policies,  practices, 
and  values ,  the  modification  or  elimination  of  which  would  make  a  major 
contribution  to  increasing  our  country's  productivity. 

The  sustained  but  increasing  rate  of  inflation  which  our  economy  has 
experienced  for  sometime  now  has  to  a  large  extent  been  the  result  of  the 
emphasis  placed  as  a  nation  on  the  goals  of  maintaining  a  continuous  pattern 
of  economic  growth  and  maintaining  low  levels  of  unemployment.  Bringing  forth 
a  "policy  of  productivity"  in  order  to  balance  our  system  may  require  difficult 
economic  trade-offs .  Productivity  may  be  a  painful  priority ,  but  one  which 
must  be  a  paramount  policy  for  the  President  and  the  Congress  to  slow  the  rate 


of  inflation  effectively. 
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SECRETARY  DENT:  Thank  you  very  much,  Mr. 
Waltersdorf . 

We  nominate  the  Reverend  Leon  Sullivan  and 
call  upon  Mr.  Edgar  B.  Speer,  Chairman  of  Pittsburgh's 
U.S.  Steel  Corporation  in  the  absence  of  Mr.  Stetin. 

(Speer  statement  follows:) 
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Trying  to  spell  out  a  solution  to  inflation  in  three  or  four  minutes 
is  about  as  easy  as  trying  to  engrave  the  Bible  on  the  head  of  a  pin. 

The  causes  of  what  we're  experiencing  these  days  go  back  many  years  and 
have  very  deep  roots. 

For  example,  out  of  the  last  twenty-seven  years,  the  Federal  Govern¬ 
ment  has  engaged  in  deficit  financing  in  all  but  seven  of  those  years.  And 
I  think  it  has  become  quite  apparent  that  those  budgetary  deficits  have 
been  a  major  factor  in  inflating  the  money  supply  and  price  levels. 

Dollars  that  otherwise  might  have  been  available  for  private  savings 
and  for  investment  in  our  economy  have  been  siphoned  off  by  the  steady  --  I 
might  even  say  the  dramatic  --  increase  that  has  occured  in  government  spending 


and  our  national  levels  of  taxation. 
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Another  major  contributor  to  today's  inflation  is  the  fact  that  our 
desire  to  consume  has  outrun  our  ability  to  produce.  Everyone  in  this  room 
today  is  aware  of  the  shortages  --  particularly  the  short  supply  of  basic 
materials  --  that  are  limiting  production  throughout  the  economy. 

Yet  many  industries  --  and  steel  is  an  outstanding  example  --  have 
been  hampered  in  their  efforts  to  expand  production  capacity,  as  a  result  of 
profit  levels  that  have  been  far  too  low  and  profit  prospects  that  have  left 
much  to  be  desired.  And  often,  capital  that  might  have  been  applied  toward 
raising  productivity  levels  and  increasing  capacity  have  been  legislated  into 
non-productive  uses  at  rapid  rates. 

So  when  you  put  it  all  together,  it's  obvious  that  there  is  no  quick 
and  easy  answer  to  the  critical  problem  of  inflation.  But  this  is  not  to 
say  that  it  cannot  be  solved,  if  the  Federal  Government  will  adopt  tough  anti¬ 
inflation  policies  and  prove  to  the  American  people  that  it  has  the  "will"  to 
continue  those  policies  until  they  produce  the  desired  results.. 
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Briefly,  I  think  such  anti-inflationary  policies  should  center  on 
four  approaches.  First,  a  tight  fiscal  policy  that  succeeds  in  holding 
Federal  expenditures  to  a  bare  minimum.  Second,  there  should  be  a  temporary 
continuation  of  tight  monetary  policy,  followed  by -a  gradual  moderation  of  that 
policy. 


Certainly,  we  must  expand  the  available  supply  of  goods  and  services, 
and  this  can  only  be  done  through  improved  incentives  for  savings  and 
investment.  And  finally,  there  must  be  a  continuation  of  a  market  economy 
in  this  country  that  is  free  of  both  direct  and  indirect  wage  and  price 


control s . 
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In  the  meantime,  I  think  the  most  important  actions  that  the 
Administration  can  take,  beyond  the  four  approaches  I've  already  mentioned, 
are  those  that  will  stimulate  much  faster  rates  of  capital  formation  and 
investment  in  this  country.  I  will  file  a  position  paper  on  capital  forma¬ 
tion,  Mr.  Secretary,  before  the  final  Summit  Meeting  is  hel-d  in  Washington 
at  the  end  -of  next  week.  And  I  would  hope  that  much  of  our  time  here  today 
will  be  directed  toward  discussing  this  very  urgent  need. 

Finally,  let  me  express  a  personal  opinion.  Inflation,  of  course 
is  a  very  serious  problem.  But  perhaps  an  equally  serious  problem  is  the 
failure  of  many  Americans  --  and  many  Americans  in  positions  of  high  respon 
sibil i ty  —  to  understand  how  our  economy  works,  why  it  has  been  able  to 


provide  so  much  to  so  many. 
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We  need  to  direct  a  lot  more  attention  to  this  business  of  economic 
understanding  --  the  undeniable  relationship  between  capital  investment  and 
profits,  and  the  creation  of  jobs  and  higher  levels  of  consumption  without 
inflation.  For  if  the  future  of  this  country  is  like  its  past,  I  think  that 
given  the  facts,  given  the  understanding,  the  American  people  will  always 
prove  themselves  to  be  the  best  judge  of  what  is  right  and  what  actions  should 
be  taken  by  those  in  government,  business  and  in  labor  to  provide  for  their 
best  interests  —  which,  after  all,  is  the  ultimate  purpose  of  government, 
business,  labor  and  every  other  element  in  this  great  country  of  ours. 
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SECRETARY  DENT:  Thank  you  very  much,  Mr.  Speer. 

We  nominate  Mr.  Simmons  and  call  upon  the 
Reverend  Leon  Sullivan  of  Philadelphia  . 

REVEREND  SULLIVAN:  I  see  a  fatal  error  in 
our  general  strategy.  If  we  are  not  careful,  we  will 
aggravate  the  condition  more. 

We  can't  try  to  cure  inflation  at  the  further 
expense  of  the  poor.  This  country  is  sitting  on  a  seething 
volcano.  Underneath  it,  as  the  poor  become  poorer,  as 
unemployment  becomes  greater,  and  frustrations  deeper, 
there  is  a  number  at  the  bottom  of  our  American  economy, 
the  bottom  level  of  our  population. 

There  is  one  level  of  poverty  at  twenty-five 
million  Americans  earning  $3,000  or  less  for  a  whole 
family.  There  are  twenty-five  million  more  Americans, 
families  earning  $6,000  or  less  for  a  whole  family. 

There  is  a  third  level  of  poverty,  Americans 
earning  $9,000  a  year  or  less  for  a  whole  family... 75 
million  Americans.  These  are  the  people  who  are  being 
affected  by  inflation  the  most  but  it  cannot  be  solved 
by  tying  the  knot  tighter.  Let's  make  it  looser  so  our 
inflation  can  surge  and  bound  upward  again  with  the  full 
free  flow  upward  of  our  entire  population. 

We  need  a  fresh  new  "Build  America"  concept 
and  programs  to  help  with  elevating  cities  and  poverty 
and  vast  ruralization  programs  for  the  rural  poor. 

This  is  a  problem  not  just  for  government.  Government 
can't  do  it  by  itself.  It  is  a  problem  for  labor  that 
restricts  skillled  training  among  the  masses  of  people 
in  our  poverty  cities  making  it  impossible  to  develop 
the  skills  to  stop  the  deterioration  in  those  poverty 
cities.  Labor  will  have  to  look  at  this  thing  and  do 
something  about  it.  They  have  to  untie  the  knot  that 
restricts  us  from  getting  skills  by  the  thousands  in 
our  communities .  Business  has  to  help  untie  that  knot. 
Profits  must  be  scaled  down  to  the  needs  of  the  people 
so  that  some  of  the  people  can  reach  down  to  help  feed 
the  roots. 
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We  are  not  in  favor  in  America  for  the 
unemployed  of  tying  the  knot  tighter.  We  see  the 
knot  opening  so  that  we  can  breathe.  The  need  for  a 
building  of  America  program  in  the  rural  areas  where 
there  is  vast  poverty,  the  more  you  tighten  the  knot, 
the  more  you  put  poverty  on  people ,  both  black  and 
whote  and  in  our  inner  cities. 

I  want  to  conclude  by  saying  to  the  people  of 
America  that  the  poor  of  America  are  ready  to  help.  There 
are  community  based  organizations  ready  to  help. 

Business  and  government  working  together  with 
people  in  community -based  efforts  to  untie  that  knot 
might  be  a  solution.  Otherwise,  I  fear  you  will 
aggravate  our  problem  more. 

Thank  you . 

SECRETARY  DENT:  Thank  you  very  much,  Mr. 

Sullivan. 


We  would  like  to  nominate  Mr.  Lee  Loevinger 
and  call  on  Mr.  Grant  G.  Simmons,  Chairman  of  the 
Simmons  Company. 

(Simmons'  statement  follows:) 
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Simmons  Company  is  a  leading  manufacturer  of  home  and  institutional  furnish¬ 
ings.  Inflation  has  had  an  impact  on  every  phase  of  our  business.  How  we,  as 
a  company,  are  dealing  with  inflation  has  a  relevance  to  this  meeting,  and  here 
are  some  of  the  steps  we  are  taking. 

All  expenditures  are  being  scrutinized  and  questioned  as  they  have  not  been  in 
many  years.  We  are  applying  brand  new  standards  to  all  new  expenditures,  not 
only  capital  expenditures,  but  also  expenditures  for  advertising,  travel,  expense 
accounts,  etc.  Nothing  in  our  business  is  above  this  fresh  scrutiny. 

At  the  same  time,  we  are  always  seeking  ways  of  increasing  the  productivity  of 
our  manufacturing  operations.  However,  steeply  rising  labor  costs  can  only 
partially  be  offset  by  improving  manufacturing  methods. 

Both  the  reduction  in  expenditures  and  the  improvements  in  productivity  are  being 
achieved  by  instituting  new  priorities  and  more  disciplined  benefits  analysis.  This 
sort  of  action  is  an  absolute  "must"  because  we,  as  a  company,  cannot  contem¬ 
plate  any  such  thing  as  a  deficit  budget. 

Turning  to  taxation,  I  must  emphasize  that  all  federal  tax  incentives  are  carefully 
considered  in  making  capital  expenditures.  Tax  incentives  which  encourage  capi¬ 
tal  expenditures  assist  productivity  and  are  valuable  anti -inflation  tools. 

In  the  long  run,  all  of  us  need  equity  capital.  Existing  demoralization  of  the 
equities  marketplace  suggests  tax  reforms  which  would  strengthen  and  revive  it 
such  as  more  liberal  treatment  of  capital  gains. 

With  regard  to  monetary  policy,  I  wish  to  say  only  that  high  interest  costs  are 
ultimately  reflected  in  higher  prices.  We  are  accordingly  threatened  by  consumer 
resistance  to  these  prices  at  the  same  time  that  our  market  for  the  furnishing  of 
new  homes  is  being  squeezed  by  high  interest  rates  and  a  dearth  of  mortgage  money. 
High  interest  rates  are  actually  inflationary. 

Certainly  the  home  furnishings  and  institutional  furnishings  markets  are  hurt  by 
the  high  cost  of  time -payments,  and  continuing  lack  of  funds. 
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By  and  large  governmental  regulations  have  had  a  negative  effect  on  our  productivity. 
This  has  been  particularly  true  of  OSHA  requirements  which  in  too  many  instances 
are  clearly  arbitrary  and  unnecessary. 

With  regard  to  guidelines,  we  feel  that  these  can  be  made  much  more  effective  than 
is  generally  believed.  We  believe  that  the  Government  should  make  more  extensive 
use  of  guidelines  as  an  anti -inflation  device. 

Simmons  Company  is  a  multi-national  company.  We  believe  that  an  orderly  free 
trade  world  market  is  essential  to  our  overall  productivity.  We  hope  the  Govern¬ 
ment  will  avoid  anti -inflation  measures  which  restrict  international  cooperation, 
damage  another  country's  economy,  or  inflict  double  taxation  on  international  earn¬ 
ings  of  U.  S.  companies. 


SOME  ACTION  RECOMMENDATIONS: 

Effect  an  immediate  ten  percent  across-the-board  reduction  in  all  federal  expenditures. 

In  order  to  reduce  interest  rates,  it  is  imperative  that  Government  decrease  its 
demands  on  available  capital  in  the  money  market . 

Welfare  programs  should  be  reviewed  at  all  levels  of  government  and  pruned  to 
eliminate  abuses.  Benefits  should  be  restricted  to  a  point  where  there  is  an  incen¬ 
tive  to  return  to  the  work  force.  When  welfare  is  a  "must",  spend  welfare  funds  in 
directions  that  create  a  concrete  benefit  as  was  true  of  the  WPA  and  CCC  projects 
in  the  thirties. 

We  endorse  the  suggestion  of  an  exemption  from  federal  taxes  of  up  to  $1,000  in 
interest  on  savings  accounts. 

Increase  taxes  on  gasoline,  alcohol,  cigarettes,  travel  and  possibly  reinstate  the 
so-called  "luxury  tax". 

Publish  guidelines  and  jawbone  the  strays  with  an  even-handed  approach  to  both 
corporations  and  labor  unions. 
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SECRETARY  DENT:  Thank  you,  Mr.  Simmons, 
nominate  Mr.  Arthur  Taylor  and  call  upon  Mr.  Lee 
Loevinger,  Hogan  and  Hartson. 


(Loevinger 


statement  follows:) 


We 
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Inflation  undoubtedly  is  a  phenomenon  with  multiple 
complex  causes.  Probably  it  can  be  controlled  only  by  multiple 
and  complex  measures.  However,  analytically  it  is  possible,  and 
often  necessary,  to  consider  the  elements  of  causation  and  possible 
remedial  action  separately.  Accordingly,  I  propose  to  address 
myself  to  the  area  with  which  I  have  the  greatest  experience  and 
knowledge,  which  is  government  regulation. 

The  major  part  of  discussion  of  inflation  seems  to  be  con¬ 
cerned  with  monetary,  fiscal  and  budgetary  policy.  However,  these 
elements  affect  only  one  side  of  the  price  equation  --  which  is 
the  money  supply.  The  other  side  of  the  equation,  which  is  the 
supply  of  goods  and  services,  depends  upon  productivity  and 
efficiency. 
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Government  action  with  respect  to  monetary,  fiscal  and 
budgetary  policy  is  most  inviting  because  it  is  relatively  easy  for 
the  Government  to  act  with  respect  to  these  matters  and  Government 
action  is  likely  to  have  a  relatively  quick  and  substantial  effect. 

On  the  other  hand.  Government  action  with  respect  to  productivity  • 
and  efficiency  in  the  private  sector  is  more  difficult,  less  direct 
and  likely  to  be  less  rapid  and  less  effective. 

Nevertheless,  there  are  two  facts  which  make  attention  to 
this  side  of  the  equation  important  if  we  are  to  deal  with  inflation 
effectively.  The  first  is  the  fact  that  prices  are  affected  as 
much  by  the  supply  of  goods  as  by  the  supply  of  money.  The  second 
is  the  fact  that  Government  actions  in  many  fields  have  substantially 
lowered  productivity  and  impaired  efficiency.  The  National  Commission 
on  Productivity  reports  that  some  177  federal  programs  have  a  direct 
impact  on  private  productivity  and  then  notes,  in  the  restrained 
language  of  Government  reports,  that  "Government  regulatory  programs, 
in  some  cases,  have  a  negative  effect  on  private  productivity. (1) 
Within  recent  weeks  as  attention  has  been  focused  on  the  inflation 
problem,  both  the  Chief  of  the  Antitrust  Division  of  the  Department 
of  Justice  and  the  Chairman  of  the  Federal  Trade  Commission  have 
stated  that  Government  regulatory  policies,  in  many  cases,  are 
responsible  for  inflationary  price  increases.  (2) 

When  we  examine  specific  instances  we  discover  that  not  only 
regulatory,  but  also  antitrust  policy  or  actions,  in  a  number  of 
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specific  cases  impair  productivity,  lower  efficiency  and  encourage 
price  inflation.  It  is  impossible  in  a  brief  survey  or  statement 
to  review  all  situations  in  which  Government  policy  in  specific 
fields  of  regulation  or  control  undermines  Government  goals  of 
productivity,  efficiency  and  price  stability.  However,  a  few 
illustrations  will  suffice  to  make  the  point. 

The  most  notorious  promoter  of  inefficiency  is  the  Inter¬ 
state  Commerce  Commission  which,  according  to  the  National  Commission 
on  Productivity,  is  responsible  for  an  unnecessary  cost  to  the 
economy  of  between  $4  and  $10  billion  a  year.  Among  the  numerous 
apparently  unreasonable  and  uneconomic  practices  required  by  the 
ICC  are  the  travel  of  trucks  completely  empty  on  their  backhauls, 
the  transportation  of  truck  freight  by  circuitous  and  indirect 
routings,  the  diversion  of  long  haul  freight  traffic  from  railroads 
to  trucks, (3),  deterring  the  modernization  and  efficient  operation 
of  railroads ,( 4) ,  and  the  setting  of  uneconomic  rates. 

Even  in  the  field  of  antitrust  law  enforcement,  which  is 
supposed  to  be  dedicated  to  the  promotion  of  economic  ef fi dency 
through  competition,  there  are  examples  of  decisions  that  cannot 
be  characterized  as  anything  other  than  economic  folly.  For 
example,  in  1968  the  U.  S.  Supreme  Court  held  that  a  newspaper 
publisher  could  not  prevent  a  distributor  of  his  newspapers  from 
raising  the  price  charged  to  subscribers  for  home  delivery  of 
the  newspapers. (5)  While  this  is  only  a  single  case  it  is  well 
known  to  every  newspaper  publisher  and  to  every  lawyer  for  newspaper 
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publishers  in  the  United  States  and  the  economic  effect  is  incal¬ 
culable  . 

Similarly  the  Federal  Trade  Commission  has,  until  inter¬ 
vention  by  the  Productivity  Commission,  in  effect  barred  direct 
pickups  of  food  supplies  by  wholesalers  in  their  own  trucks.  The 
FTC  has  held  that  many  cooperative  buying  groups  formed  by  smaller 
retailers  to  get  the  efficiency  and  economies  of  quantity  purchas¬ 
ing  are  illegal.  Similarly,  the  U.  S.  Supreme  Court  has  held  that 
a  cooperative  association  of  small  regional  supermarkets  violates 
the  antitrust  laws  if  it  attempts  to  control  the  use  of  its  trade¬ 
marks  by  its  members  in  the  manner  that  the  large  national  chains 
control  their  trademarks,  despite  the  fact  that  such  control  is 
necessary  in  order  to  enable  the  smaller  merchants  to  compete 
effectively  with  the  large  chains. (6)  The  Supreme  Court  has  said, 
in  effect,  that  under  the  antitrust  laws  the  enforcement  agencies 
and  the  courts  are  concerned  only  with  the  demonstrable  effect  of 
business  activity  on  competition  and  cannot  take  any  account  of 
the  "ultimate  reckoning  of  social  or  economic  debits  and  credits.'(7) 

These,  and  numerous  other  Government  actions,  raise  the 
question  why  we  tolerate  Government  encouragement  or  requirement 
of  inefficiency.  There  are  several  answers  to  this  question.  To 
begin  with,  it  is  often  thought  that  other  evils  are  more  threatening 
than  inefficiency  and  inflation  and  that  particular  social 
objectives  are  worth  the  cost  of  inefficiency  and  inflation. 
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Mainly,  however,  it  is  because  Government  action  takes  place 
through  numerous  agencies  and  is  based  on  numerous  statutes,  each 
of  which  is  concerned  with  a  particular  field  or  subject  and  that 
each  agency  is  pursuing  particular  objectives  within  its  own  field 
and  simply  does  not  recognize  or  believe  that  overall  economic 
productivity,  efficiency  and  price  stability  is  a  significant  part 
of  its  responsibility.  In  effect,  each  agency  says  we  will  enforce 
our  own  rules  and  problems  of  productivity,  efficiency  and  inflation 
are  not  our  job.  Unfortunately,  in  reviewing  agency  action 
courts  almost  invariably  take  the  same  attitude. 

Thus,  despite  the  fact  that  Congress  has  declared  the 
promotion  of  efficiency  to  be  a  national  policy  and  the  persistence 
of  inflation  to  be  economically  damaging  (8)  this  declaration  is 
apparently  considered  no  more  than  a  righteous  admonition  to  the 
National  Commission  on  Productivity.  The  concept  of  efficiency 
is  referred  to,  usually  in  a  statutory  preamble  or  declaration  of 
policy,  in  a  number  of  statutes  establishing  regulatory  agencies. 
However,  it  is  seldom  considered  by  most  agencies,  and  virtually 
never  is  the  grounds  for  significant  examination  when  agency  action 
is  subject  to  judicial  review. 

There  is,  however,  a  model  by  which  we  can  make  a 
declaration  of  Government  policy  effective  both  as  a  standard 
for  agency  action  and  for  judicial  review.  In  the  National 
Environmental  Protection  Act  (9)  Congress  has  declared  the 
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restoration  and  maintenance  of  environmental  quality  to  be  an 
important  federal  policy,  has  required  recognition  of  this  policy 
by  all  federal  agencies  in  all  matters  significantly  affecting 
the  environment  and  has  required  an  environmental  impact  statement 
in  all  important  federal  matters  affecting  the  environment. 

There  can  be  no  question  that  this  declaration  of  policy  and  its 
attendant  requirements  have  had  a  significant  influence  on  the 
action  of  virtually  all  Government  agencies,  including  the  courts 
in  reviewing  regulatory  action. 

In  the  belief  that  economic  policy  is  of  substantially 
equal  importance  to  environmental  policy  and  that  environmental 
policy  will  be  ineffective  without  a  complementary  economic  policy, 

I  propose  that  the  President  seek  and  the  Congress  enact  a 
declaration  of  policy  on  productivity,  efficiency  and  price 
stability.  This  declaration  of  policy  would  recognize  productivity, 
efficiency  and  price  stability  as  important  elements  of  the  public 
interest,  would  require  all  policies,  regulations  and  public  laws 
of  the  United  States  to  recognize  these  elements  of  the  public 
interest  and  would  require  all  federal  agencies,  including  courts, 
to  give  consideration  and  substantial  weight  to  productivity, 
efficiency  and  price  stability  in  all  matters  having  an  effect 
upon  these  factors  in  the  private  sector.  The  drafting  of  the 
precise  statutory  language  will  require  some  effort  although 
I  attach  hereto  a  draft  of  some  suggested  language.  No  doubt 
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there  will  be  much  debate  about  the  precise  terms  of  any  such 
statutory  declaration,  and  probably  many  groups  and  federal 
agencies  will  consider  such  a  declaration  to  be  an  unacceptable 
abridgment  of  their  customary  area  of  action.  The  most  serious 
objection  is  likely  to  be  the  contention  that  it  will  be  difficult 
or  impossible  for  agencies  and  courts  properly  to  determine  the 
impact  of  actions  on  productivity,  efficiency  and  price  stability. 

However,  if  these  objectives  are  as  important  as  we  now 
think  they  are  it  is  rationally  absurd  and  socially  intolerable 
to  have  important  Government  actions  taken  without  consideration 
for  these  objectives.  Furthermore,  there  are  particular  cases 
where  it  is  clear  what  the  dictates  of  economic  common  sense  are 
and  where  Government  action  in  the  past  has  been  contrary  to 
economic  common  sense.  To  hunt  out  each  such  situation  individually 
and  take  either  executive  or  legislative  action  to  change  it  would 
require  years  and  a  massive  bureaucracy.  A  policy  declaration  by 
Congress  requiring  all  agencies  and  courts  to  act  to  promote 
productivity,  efficiency  and  price  stability  will  not  automatically 
and  immediately  eliminate  all  of  the  governmental  impairments  to 
these  objectives.  However,  it  will  be  a  long  and  significant  step 
toward  their  achievement.  It  is  one  of  the  important  things  that 
must  be  done  if  the  Government  is  to  act  effectively  on  the  problem 
of  inflation. 
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SECRETARY  DENT:  Thank  you,  Mr.  Loevinger. 

We  nominate  Mr.  Stevens  and  now  call  on  Mr. 

Arthur  B.  Taylor. 

MR.  TAYLOR:  I  have  four  points  and  they 
have  to  do  with  credit,  confidence,  capital  formation  and 
capital  outflows  because  expansion  of  our  money  supply 
has  contributed  heavily  toward  the  current  inflation 
we  have  restrained  growth  in  that  money  supply  in  recent 
months.  This  is  an  orthodox  cure  to  the  problem.  We  must 
be  very  careful  while  we  cure  the  disease  we  do  not  kill 
the  patient.  Tourniquets  must  be  loosened  and  there  are 
signs  of  unprecedented  strains  which  our  financial  structure 
is  ill-equipped  to  accommodate. 

Before  these  policies  plunge  us  into  chaos,  we 
should  moderate  our  policy  to  ease  the  strings  on  our 
financial  structure  even  if  this  slows  down  temporarily 
the  anti-inflation  fight. 

Second,  whatever  policies  we  put  into  effect, 
it  is  imperative  that  they  be  b  acked  by  a  fully  informed 
public  confidence  that  we  are  :  responding  wisely  to  the 
problems  before  us. 

This  demands  openness,  it  demands  candor  on 
the  part  of  the  federal  government  and  on  the  part  of 
business.  This  also  demands  that  the  public  be  far  better 
informed  about  economic  matters,  a  responsibility  which 
largely  rests  with  the  news  organizations. 

The  national  press  must  take  steps  to  increase 
the  depth  and  precision  of  its  economic  reporting. 

Third,  budget  cutting  now,  yes,  but  it  is  going 
to  be  hard.  Government  must  restrain  its  future  spending 
commitments.  We  need  also  to  encourage  thepublic  to 
save  and  invest  more.  This  is  the  means  by  which  businesses 
expand  their  capacities  and  home  buyers  become  home  owners . 

It  is  essential  that  private  institutions  be  able 
to  offer  savings  or  investment  vehicles  with  features 
attractive  enough  to  compete  for  funds. 

Of  the  alternatives  available,  it  seems  most 
appropriate  to  accomplish  this  through  the  judicious  use 
of  tax  savings  and  incentives  for  savings.  I  suggest  a 
national  task  force  to  devise  appropriate  vehicles  to 
report  in  thirty  days  to  the  President. 
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Fourth,  much  has  been  said  of  the  immediate 
increase  in  the  price  of  imported  petroleum  and  the  need  to 
recycle  profits  of  the  exporting  nations.  Very  little  has 
been  said  of  the  far  more  important  long  term  consequences 
of  the  new  oil  price  structure. 

In  a  very  short  time  the  petroleum  exporting  nations 
if  unchecked  will  control  the  bulks  of  the  workd's  financial 
resources . 


There  are  only  two  solutions :  alternative  sources 
of  energy  will  take  some  time.  Somehow  some  way  the  price 
of  oil  must  come  down.  I  reluctantly  suggest  tha  the 
destructive  power  of  the  cartel  of  the  oil  producing  nations 
be  met  by  a  new  consortium  of  those  nations  in  an  exporting 
agricultural  products,  a  consortium  whose  goal  would  be 
to  return  all  vital  items  and  commodities  to  reasonable 
levels.  There  may  be  no  other  way. 

If  our  economic  future  is  to  be  the  free,  secure 
healthy  economic  one  we  all  desire  action  is  desperately 
needed  and  I  hope  this  conference  is  a  prelude  to  that 
action. 

SECRETARY  DENT:  Thank  you  very  much,  Mr.  Taylor. 

We. nominate  Mr.  Johnson  and  call  on  Mr.  Whitney 
Stevens,  President,  J.  P.  Stevens  Company. 

MR.  STEVENS:  Thank  you,  Mr.  Secretary.  Basically 
we  share  the  consensus  which  seems  to  be  emerging  from  this 
meeting.  We  strongly  support  the  President  in  his  efforts 
to  maintain  federal  expenditures  at  or  below  the  $300  billion 
level  in  fiscal  1975  and  to  seek  a  balanced  budget  or  surplus 
in  fiscal  1976. 

At  the  same  time  we  do  hope  it  will  not  be  necessary 
to  change  the  level  of  federal  taxation  although  some 
adjustments  in  the  mix  of  taxes  may  be  indicated.  We  also 
think  the  current  fairly  restrictive  monetary  policy  is 
about  correct.  We  applaud  the  Fed  for  its  rather  lonely 
struggle  against  inflation  over  the  recent  months. 

It  is  our  opinoin  that  interest  rates  are  more 
a  function  of  inflationary  expectations  than  they  are  of 
monetary  policy  be  it  restrictive  or  otherwise,  and  that 
the  rates  will  respond  when  we  begin  to  win  the  big  fight 
which  is  now  under  way.  Going  on  a  balanced  federal  budget 
would  surely  take  a  good  deal  of  credit  off  the  capital  funds 
market.  There  would  at  least  be  somewhat  less  competition 
for  the  limited  funds  available . 
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on  the  other  side  of  the  capital  funds  coin  in  the  area  of 
capital  formation,  it  would  surely  help  provide  some 
incentives  to  the  saver,  especially  the  smaller  saver  through 
tax  abatement  or  some  method  to  give  him  direct  access  to  the 
rate  structure  currently  available  to  the  larger  saver. 

There  is  a  question  of  elementary  fairness  involved 

here  also. 

On  the  subject  of  government  relations  and  how 
it  applies  to  the  textile  industry,  I  would  like  to  asso¬ 
ciate  myself  with  the  remarks  of  my  colleague,  Horace  Jones 
and  Mort  Darman .  I  would  like  to  expand  their  throughts  in 
one  area,  the  area  having  to  do  with  wage  and  price  controls 
receed  into  the  past  the  problem  of  raw  material  supply  in 
our  area  receeds  into  the  past  also. 

Each  week  we  are  closer  to  a  normal  market 
based  on  supply  and  demand  and  that  at  least  is  one  thing 
on  the  plus  side  in  the  current  situation.  Thank  you, 

Mr.  Secretary. 

SECRETARY  DENT:  Thank  you  very  much,  Mr.  Stevens. 
We  nominate  Mr.  Kelley,  and  call  on  Mr.  John  H.  Johnson, 
publisher,  Ebony  Magazine. 

MR.  HOUGHTON:  He  is  not  here. 


A 
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SECRETARY  DENT:  Mr.  Kelly,  Dean  of  Business  Admini¬ 
stration,  Pennsylvania  State  University. 

MR.  KELLY:  Thank  you,  Mr.  Secretary. 

I  would  like  to  suggest  for  the  consideration  of  the 
group  three  principles  which  could  be  incorporated  into  our 
overa-1  national  inflation  control  effort. 

One,  openminded  and  new  consideration  of  the  use  of 
selective  actions  and  controls  in  the  formulation  of  monetary 
and  fiscal  policy. 

Two,  since  the  policy  and  problems  here  go  far  beyond 
monetary  and  fiscal  issues ,  I  also  urge  consideration  of  the 
role  of  the  inflationary  psychology  which  is  so  pervasive  in 
the  United  States ,  the  role  of  attempting  to  analyze  the 
expectations  of  the  large  segment  of  the  American  people. 

On  this  paper,  I  address  this  subject  in  an  approach 
to  understanding  the  principles  of  escalation. 

Third,  a  national  communications  effort  in  which 
we  might  attempt  to  multiply  the  effect  of  this  kind  of 
dialogue  taking  place  in  these  meetings  at  the  summit  throughout 
the  thousands  of  decision-making  units  in  the  American  system. 
Perhaps  through  the  development  of  corporate  and  industry 
task  forces  and  governmental  task  forces  dealing  with  infla¬ 
tion  control  policies. 

The  private  sector  is,  as  has  been  pointed  out,  con¬ 
tributing  now  in  its  efforts  on  cost  reduction  and  productivity 
though  the  problem  invited  new  initiatives.  I  have  heard,  I 
guess,  around  this  table  suggestions  which  are  essential. 

For  example,  Mrs.  Peterson  pointed  out  the  potential  of  an 
inflation  audit  approach  in  which  corproate  policies  in  a 
variety  of  areas  across  the  board  can  be  appraised  in 
terms  of  their  impact  on  inflation  not  only  from  the  point  of 
view  of  the  corporation  and  its  profits,  from  the  point  of 
view  of  the  corporation  as  a  responsible  corporate  citizen. 

I  think  the  inflation  control  audit  approach  might  be  included 
in  the  charge  that  some  of  you  and  some  of  us  can  deliver  to 
our  constituencies. 
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A  further  less  well  defined  idea  that  comes  to 
me  after  listening  to  this  discussion  is  a  new  national 
effort  to  mobilize  consumer-citizen  input  and  participation 
into  this  area  at  the  community,  regional  and  national  levels. 


The  basic  policies  we  adopted  as  citizens,  as 
corporations  and  governmental  officials  will  eventually 
have  to  be  eclectic  in  composition.  They  have  to  go  far 
beyond  the  conventional  wisdom  because  the  conventional 
wisdom  is  not  adequate  and  the  people  recognize  it  is  not 
adequate  to  cope  with  the  hard  problems  of  political  economics, 
trade-offs  and  equities  we  face  today. 

My  personal  conviction  is  that  any  approach  to  policy 
determination  should  lessen  the  inherent  equities  of  general 
policy  implementation  on  those  citizens  who  are  least  equipped 

to  bear  the  costs'. 

The  approach  that  I  suggest  for  the  consideration  of 
all  is  one  I  characterize  as  a  segmentation  approach  of 
adopting  selective  controls  which  focus  on  prioritize  trouble 
areas  in  the  economy  based  on  segmentation  analysis. 
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We  talk  in  the  paper  about  selective  monetary  controls, 
emphasizing  four  areas:  residential  housing,  spending  on 
consumer  durable  goods,  inventory  accumulation  and  industrial 
plant  and  equipment. 

A  simple  example  of  the  residential  housing  area 
with  control,  using  credit,  I  think  it  light  be  possible  to 
use  the  Federal  National  Mortgage  Association  to  funnel 
funds  to  the  stagnated  sector,  which  may  not  appreciably 
affect  the  remainder  of  the  credit  market  and  thus  in  effect 
act  as  a  selective  control. 

The  paper  also  includes  commentary  on  selected 
fiscal  policies  in  a  variety  of  areas,  a  statement  on 
behavioral  expectations  and  I  thank  you,  Mr.  Secretary, 
for  the  privilege  of  speaking. 
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SECRETARY  DENT:  Thank  you,  Dean  Kelly. 

We  would  like  to  call  on  Mr.  Marshall  without 
notice  because  of  the  absense  of  Mr.  Johnson  but  before, 
I  nominate  Mr.  Chatham. 

At  this  time,  Mr.  Richard  Marshall,  President, 
Marshall  Maintenance. 

(Marshall’s  statement  follows:) 
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I'M  RICHARD  MARSHALL,  PRESIDENT  OF  MARSHALL  MAINTENANCE  IN  TRENTON, 

NEW  JERSEY.  OUR  400  EMPLOYEES  REPAIR  AND  INSTALL  MACHINERY  IN 
FACTORIES.  .  . 

INDUSTRY,  WHICH  IS  THE  SECTOR  THAT  I  REPRESENT  -  ESPECIALLY  SMALLER 
INDUSTRY  -  IS  LEAST  AFFECTED  BY  GOVERNMENT  ACTIONS  BUT  MOSTLY  BY  THE 
INDIVIDUAL  MANAGER'S  INITIATIVE,  IMAGINATION  AND  INGENUITY  AND  AS  FOR 
ME,  I'M  GOING  TO  SELL,  SELL,  SELL  AND  TEACH,  TEACH,  TEACH,  AND  I 
INTEND  TO  LEAD  MY  EMPLOYEES  SAFELY  THROUGH  ANY  ECONOMIC  SITUATIONS 
WHICH  MAY  OCCUR. 

I'M  ABSOLUTELY  CONVINCED  THAT  CONSTANTLY  INCREASING  PRODUCTIVITY  WILL 
WIPE  OUT  ANY  SHORTAGES.  I  DON'T  SEE  HOW  YOU  CAN  HAVE  INFLATION  WITH 
AMPLE  GOODS. 

IF  THE  FEDERAL  GOVERNMENT  WANTS  TO  HELP  US,  THE  BIGGEST  THING  IT  CAN 
DO  IS  LIBERALIZE  DEPRECIATION  ALLOWANCES  OR  REDUCE  CORPORATE  INCOME 
TAXES,  OR  BOTH.  WITH  THE  MONEY  LEFT  IN  THE  BUSINESS,  NEW  AND  MORE 
EFFICIENT  MACHINERY  AND  BUILDINGS  CAN  BE  PURCHASED  WHICH  WILL  INCREASE 
PRODUCTIVITY.  IF  THE  FEDERAL  GOVERNMENT  HAS  TO  INCREASE  MY  PERSONAL 
INCOME  TAX  TO  DO  THIS,  I  WILL  ACCEPT  IT  BECAUSE  ONLY  HEALTHY  BUSINESS 
CREATES  JOBS. 

SECOND,  THE  FEDERAL  GOVERNMENT  SHOULD  SUSPEND  ALL  GENERAL  PAY  RAISES 
THROUGHOUT  BUSINESS,  INDUSTRY  AND  GOVERNMENT.  THE  ONLY  KIND  OF  RAISES 
ALLOWABLE  SHOULD  BE  FREQUENT  MERIT  RAISES  BECAUSE  THE  INCENTIVE  OF 
MERIT  RAISES  PUTS  PEP  IN  ALL  OF  US.  HOW  DO  I  KNOW  IT'LL  WORK?  IN  THE 
23  YEARS  I'VE  BEEN  IN  BUSINESS  WE'VE  NEVER  HAD  A  GENERAL  RAISE  IN  OUR 
COMPANY.  BUT  OUR  FOLKS  HAVE  HAD  MANY,  MANY  MERIT  RAISES.  AND  WE'VE 


GROWN  30  PERCENT  A  YEAR  EVER  SINCE,  AND  WE'RE  NOW  LOCATED  IN  7  EASTERN 
CITIES.  MERIT  RAISES,  AS  A  RULE,  DON'T  COST  ANYTHING  BECAUSE  THEY  ARE 
THE  FRUIT  OF  SOMEBODY'S  INCREASED  PRODUCTIVITY.  GENERAL  RAISES,  HOWEVER, 
ARE  MERELY  AN  ADDED  BURDEN  ON  BUSINESS  WHICH  MUST  BE  PASSED  ALONG  IN 
HIGHER  PRICES. 

THIRD,  HERE'S  A  JOB  FOR  THE  NEWS  MEDIA,  THE  MINISTERS,  AND  THE  LABOR 
UNIONS:  (THIS  GROUP  HAS  CONVINCED  US  IT  HAS  ENOUGH  CLOUT  TO  FORCE  A 

PRESIDENT  TO  RESIGN.)  LET'S  MAKE  THEIR  NEXT  PROJECT  ONE  OF  MAKING  IT 
STYLISH  AND  PATRIOTIC  TO  GET  TO  WORK  EVERY  DAY  AND  ON  TIME.  ABSENTEEISM 
AND  LATENESS  HAVE  CAUSED  MORE  JOB  LOSSES  BY  THE  WORKINGMAN  THAN 
ANYTHING  ELSE.  THIS  PROJECT  WILL  CREATE  HONEST  JOBS  AND  FEWER  WELFARE 
CASES.  WON'T  THAT  CUT  THE  WELFARE  SEGMENT  OF  THE  FEDERAL  BUDGET? 

FOURTH.  THE  NEWS  MEDIA,  THE  MINISTERS  AND  THE  LABOR  UNIONS  CAN  ALSO 
START  TODAY  TO  CONVINCE  FOLKS  THAT  CHEATING  IS  OLD  FASHIONED  AND 
UNPATRIOTIC.  BY  CHEATING,  I  MEAN  THOSE  GARDEN-VARIETY  ITEMS  SUCH  AS 
SHOPLIFTING,  PILFERAGE,  DESTRUCTION  OF  PROPERTY.  THESE  NEEDLESS 
WASTES  DRAIN  EVERYBODY'S  WALLET  AND  CREATE  HIGHER  PRICES. 

ANY  SUBSTANTIAL  MOVE  IN  THESE  FOUR  DIRECTIONS  WILL  INCREASE  PRODUCTIVITY 
AND  CUT  COSTS.  THIS  IS  HOW  TO  GET  INFLATION  UNDER  CONTROL. 
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SECRETARY  DENT:  Thank  you,  Mr.  Marshall. 

We  nominate  Mr.  Frank  T.  Cary  and  call  on 
Mr.  Hugh  G.  Chatham,  Chairman,  Chatham  Manufacturing 
Company. 

MR.  CHATHAM:  Thank  you,  Mr.  Secretary. 

Mr.  Secretary  and  fellow  participants,  I  am  glad 
to  be  with  you  and  in  the  words  of  Tiny  Tim,  God  bless  you, 
everyone.  We  certainly  need  that  blessing  in  this 
endeavor. 


I  propose  to  associate  myself  with  the  remarks 
of  my  friend,  Morton  Darman. 

.1  don’t  think  that  the  Government  should  try 
to  achieve  quick  results  by  meddling  with  new  programs 
and  larger  Government  expenditures.  I  am  a  great  believer 
in  a  free  economy  but  this  means  freer  at  all  levels  to 
freedom  from  feather-bedding  and  freedom  for  workers  to 
have  the  right  to  work  what  and  when  they  see  fit  without 
the  artificial  constrainst  of  union  rules  and  a  closed  shop. 


We  need  a  massive  reduction  in  Government 
spending  to  provide  a  more  than  balanced  budget  and  to  provide 
substantial  tax  cuts,  I  repeat,  tax  cuts  for  both  individuals 
and  businesses.  Such  a  program  will  reduce  prices,  increase 
purchasing  power,  lower  interest  rates  and  provide  investment 
money  for  the  tools  of  production  that  make  the  continuously 
increasing  standard  of  living. 

I  can  sum  up  my  beliefs  in  two  words  --  Adam  Smith. 

Thank  you,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you,  Mr.  Chatham. 

We  call  on  Mr.  Frank  T.  Cary,  Chairman,  International 
Business  Machines  Corporation. 


Mr.  Cary. 
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MR.  CARY:  Thank  you,  Mr.  Secretary.  In  a 
session  like  this,  I  think  we  can  only  hope  to  define  the 
problem  of  inflation  and  public  policy  in  its  broadest 
terms,  but  I  am  happy  for  the  opportunity  to  present  my 
thoughts . 


Our  inflation  is  part  of  a  world-wide  phenomenon 
caused  by  excess  demand  for  all  kinds  of  raw  material,  food 
and  fuel,  aggravated  by  poor  harvests  in  1972  and  the 
large  increases  in  oil  prices  . 

While  economic  activity  worldwide  has  slowed 
down,  the  U.S.  economy  still  is  in  the  process  of  adjusting 
to  the  higher  prices  of  food,  fuel  and  other  basic  materials, 
as  well  as  to  the  large  increases  in  labor  costs  and  interest 
rates.  This  is  a  process  that  will  require  time  —  a  minimum 
of  eighteen  months.  It  is  important  during  this  period  that  we 
hatfve  a  public  policy  that  maintains  the  economy  in  an  essentially 
stable  condition  to  facilitate  this  adjustment  process,  but  at 
the  same  time  a  policy  which  does  not  create  a  major  recession. 

We  need  to  increase  our  capacity  to  produce  basic  materials  and 
we  need  to  deal  with  some  of  the  greater  inequities  in  sharing 
the  burden  of  inflation. 

The  risk  of  a  major  recession  is  now  so  high. that,  I 
believe,  the  time  has  come  for  a  moderate  easing  of  monetary 
policy.  This  needs  to  be  offset  by  postponing  or  eliminating 
Federal  expenditures  that  are  not  absolutely  necessary.  The 
present  monetary  policy  is  depressing  the  stock  and  bond 
markets,  impacting  the  housing  industry  and  thrift  institutions, 
and  making  it  very  difficult  to  finance  the  additional  capacity 
in  the  primary  industries. 

We  should  provide  income  tax  relief  to  people  with 
lower  income  who  are  carrying  a  disproportionate  share  of  the 
inflationary  burden.  In  addition,  we  should  use  tax  incentives 
to  encourage  more  investment  in  the  primary  materials  industries 
and  utilities. To  balance  this  tax  relief  for  low  incomes  and 
for  investment,  it  may  be  necessary  to  increase  taxes  on  higher 
incomes  and  corporations.  If  it  is  necessary,  we  should  step 
up  to  it.  In  the  short  term,  however,  the  thing  we  need  most 
is  a  moderate  easing  of  monetary  policy  now.  This  should  not 
wait  for  Federal  expenditure  reductions  or  tax  legislation. 


(NO  PAGE  135  or  136) 
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SECRETARY  DENT:  Thank  you  very  much,  Mr.  Cary. 

Gentlemen,  my  watch  says  12:30.  Mr.  Cary  was  the 
last  speaker.  We  have  demonstrated  a  leadership  in  produc¬ 
tivity  that  is  unique  .  I  commend  all  of  those  for  their 
excellent  participation. 

We  have  one  announcement  that  come  in  you  might  be 
interested  in.  The  President  will  hold  a  news  conference 
tonight  at  8:00  p.m.  We  will  resume  this  session  at  two  o 
o'clock  at  which  time  we  will  have  some  interplay  trying 
to  define  more  precisely  your  recommendations.  Thank  you, 
ladies  and  gentlemen'. 

[The  Conference  was  recessed  at  12:30  p.m.] 


* 
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AFTERNOON  SESSION 


2:00  p.m. 

SECRETARY  DENT:  Ladies  and  gentlemen,  will  the 
delegates  please  resume  their  seats.  Will  the  press  and 
non-delegates  please  go  up  to  the  public  galleries. 

Ladies  and  gentlemen,  this  morning  we  covered 
broad  discussions,  many  of  which  zeroed  in  on  specific 
points.  This  afternoon,  we  believe  that  it  would  be  very 
worthwhile  if  we  could  develop  some  of  these  broader  points 
into  more  specific  recommendations  for  the  Congress  and 
the  President  to  consider. 

We  submitted  both  questions  to  be  considered  as 
well  as  the  goals  for  this  meeting  and  we  might  use  those 
as  the  areas  for  making  progress.  One  of  the  questions 
asked  was  to  identify  areas  of  particular  hardship  at  the 
present  time.  As  I  have  heard  the  presentations  this 
morning ,  the  areas  of  particular  hardship  came  home  to 
me  as  housing,  the  utility  industry,  finance,  which  applies 
to  capital  generation.  I  wonder  if  there  are  other  additions 
to  those  that  you  would  care  to  suggest? 

SENATOR  RIBICOFF:  I  would  suggest  unemployment 
and  potential  bankruptcy. 

MR.  CONABLE:  I  would  suggest  defensive  energy. 

SECRETARY  DENT:  Intensive  energy  such  as  what, 

Barber? 

MR.  CONABLE:  Well,  utilities  are  one  but  we  have 
very  substantially  increased  energy  costs ,  particularly 
related  to  fuel.  It  is  a  terribly  important  part  of  growth 
and  development,  generally,  that  we  have  adequate  fuel  and 
there  is  no  apparent  sign  of  the  cost  coming  down  and  it 
impacts  quite  differently  on  different  industries. 

SECRETARY  DENT:  Fine. 

MR.  HARPER:  I  just  would  like  to  add  to  that,  I 
don't  know  that  it  quite  fits  but  I  think  that  this  matter 
of  our  raw  material  supply,  in  other  words,  the  matter  of 
a  national  raw  material  policy,  belongs  along  with  these 
other  problem  areas  that  one  has  to  be  put  in  the  forefront. 
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SECRETARY  DENT:  These  are  domestic  raw  materials 
as  well  as  imported  - 

MR.  HARPER:  I  am  talking  our  overall  raw  materials 
which  are  generally  imported.  I  am  talking  about  foreign 
raw  materials  and  that,  of  course,  includes  oil. 

SECRETARY  DENT:  And  specifically,  in  this  area  the 
suggestion  was  made  this  morning  about  the  trade  legislation 
and  involving  access  to  supply. 

Are  there  other  thoughts? 

MR.  HARPER:  I  suggested  we  really  need  a  national 
raw  materials  policy  because  this  cuts  across  the  whole 
American  industry.  I  think  we  need  a  policy  to  help  out 
some  way  to  use  our  forces  to  counter  come  of  the  things 
that  are  happening  tc  upset  the  equilibrium  and  the  economics 
of  our  raw  materials  supplies  right  now. 

SECRETARY  DENT:  Thank  you. 

Incidentally,  would  you  mention  your  name  and  mike 
number  for  the  sake  of  the  record? 

REVERAND  SULLIVAN:  Yes,  Leon  Sullivan,  mike  number 

29. 


I  would  recommend  the  opening  up  of  economic 
development  type  projects  for  our  cities  of  parity  and  for 
programs  of  rationalization  that  efforts  be  made  to  expand 
cost-effective  type  training  programs  for  men  and  women 
and  that  requests  be  made  urgently  to  labor,  that  it  loosen 
the  hold  on  skilled  training  in  intercity  areas. 

SECRETARY  DENT:  Thank  you. 

Any  other  comments? 

MR.  SCHROEDER:  Mike  number  26,  William  Schroeder, 
Graphic  Artists  International  Union. 

Is  there  going  to  be  further  discussion  on  the 
effects  of  high  interest  rates? 

SECRETARY  DENT:  Oh,  yes,  we  will  get  to  that  with 
the  monetary  policy,  Mr.  Schroeder  —  these  with  particular 
areas . 
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Any  other  comments  on  this  subject? 

CONGRESSMAN  SMITH:  Mike  18. 

I  think  when  we  talk  about  access  to  materials 
that  we  have  to  consider  the  impact  of  anti-competitive 
activity,  monopoly  enduced  shortages,  these  kinds  of 
structures  in  the  business  that  has  crept  upward  and  upward 
in  the  business  in  the  last  few  years  and  is  bringing  a 
genuinely  hardship  on  many  small  businessmen.  Right  now, 
the  shortage  of  Federal  stocks  cause  those  who  are  affiliated 
with  the  conglomerate  that  has  prior  accesses  causing  a 
severe  hardship  upon  many  small  businesses. 

They  are  being  told  you  cannot  have  Federal  stocks 
after  the  first  of  the  year  because  they  are  going  to  use 
it  in  the  parent  company.  I  think  that  in  considering  access 
to  materials  we  have  got  to  consider  this  question  of  the 
conglomerate  operations,  the  affiliations  with  conglomerates 
and  the  short  stopping  of  these  materials  domestically. 

SECRETARY  DENT:  Thank  you. 

I  think  that  one  of  the  responses  to  that,  of 
course,  would  involve  the  capital  generation  so  that  in¬ 
dustrial  expansion  can  take  place  to  take  care  of  the 
entire  market. 

CONGRESSMAN  SMITH:  I  would  agree  in  industries 
where  there  is  a  surplus  of  basic  raw  materials  but  that 
nets  work  in  petroleum  where  you  have  a  shortage  of  the 
basic  raw  material;  it  just  won't  work. 

MR.  BOICE:  Microphone  10. 

I  don't  want  to  underplay  the  hand  of  small 
business  in  this  but  I  do  think  you  should  recognize  the 
problem  that  small  business  has  under  these  particular  con¬ 
ditions  that  we  are  talking  about.  There  is  a  Congressional 
record  referring  specifically  to  this  number  125  dated 
August  15,  and  I  believe  you  should  address _ yourself  amongst 
the  other  items  to  the  problem  of  small  business. 

SECRETARY  DENT:  Thank  you,  very  much. 

Are  there  other  comments? 
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MR.  SPEER:  Ed  Speer,  mike  28. 

It  might  be  worth  spending  a  few  minutes  on  capital 
formation  and  discussing  different  methods  of  formulating 
capital  other  than  the  normal  ones  that  we  all  think  of. 

SECRETARY  DENT:  This  is  to  be  one  of  the  major 
topics  this  afternoon,  Ed. 

MR.  SPEER:  Thank  you. 

SECRETARY  DENT:  Any  other  questions  on  this 
hardship  area  at  the  moment? 

All  right.  The  next  item  under  fiscal  questions 
with  respect  to  expenditures  is  the  question  of  the  budget 
for  fiscal  year  1975.  We  were  asked  as  to  whether  we  thought 
this  should  be  maintained  at  $300  billion  or  less.  The 
consensus  I  heard  seemed  to  be  in  accordance  with  that.  Do 
we  agree?  Let's  have  a  show  of  hands,  who  favors  $300  billion 
or  less? 

(Show  of  hands . ) 

MR.  CONABLE:  Mr.  Secretary,  may  I  make  a  comment 
on  that?  I  know  there  is  general  disagreement  on  this  and 
I  don't  disagree  myself.  It  seems  to  me,  however,  that  many 
people  may  be  over-valuing  the  impact  on  inflation  of  some 
modest  reduction  in  the  Federal  budget.  Most  of  the 
expectations  expressed  by  the  professional  economists,  for 
instance,  showed  a  very  modest  trade-off  between,  let's  say, 
a  $5  billion  cut  and  any  impact  on  the  rate  of  inflation. 

It  seems  to  me  the  major  value  of  this  is  in  its 
psychological  impact  and  not  in  anything  else.  In  terms 
of  direct  econometrical  exchange,  it  is  not  a  very  significant 
factor.  The  psychology  of  it,  of  course,  is  important 
because  the  Federal  Government  in  one  way  or  another  is  going 
to  have  to  preside  over  economic  policy  and  is  very  difficult 
for  us  to  persuade  others  to  tighten  their  belt  as  long  as 
we  have  pretty  swolen  girth  ourselves.  So,  I  think  the 
psychological  value  is  not  to  be  minimized. 

However,  I  think  many  people  may  have  an  exaggerated 
idea  of  the  direct  interchange  between  a  few  billion 
dollars  in  fiscal  policy  and  the  rate  of  inflation. 


SENATOR  TAFT:  Bob  Taft,  14. 
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Also,  of  course,  I  think  it  is  a  valid  figure, 
just  bearing  out  what  Barber  Conable  is  talking  about  when 
you  add  local  and  State  expenditures  and  revenues  into  the 
overall  picture  you  find  that  the  overall  rather  than  being 
a  deficit  situation  is  actually  a  surplus  situation  so  that 
anyone  who  thinks  that  we  have  gotten  entirely  where  we  are 
because  of  debts  of  Federal  spending,  at  least  on  the  short 
.range,  has  to  overcome  that  fact  in  some  way. 

A  long  range  situation,  I  admit,  is  different  and, 
of  course ,  the  impact  of  the  long  range  may  be  far  greater 
than  the  reflection  today  of  our  problems  that  is  the  short 
range  picture. 

SECRETARY  DENT:  Mr.  Taylor. 

MR.  TAYLOR:  I  am  Arthur  Taylor,  microphone  30. 

Mr.  Secretary,  there  is  a  very  powerful  consensus 
to  have  a  balanced  budget  or  budgetary  surplus  and  I  fear  in 
the  course  of  this  presentation  we  may  be  misrepresenting 
to  the  public  that  it  is  possible  to  accomplish.  I  am  just 
an  amateur  budget  watcher  but  as  I  look  at  the  potential 
expenditures  in  1975,  even  men  of  good  will  acting  at  their 
best  or  acting  at  their  worst,  I  think  it  is  going  to  be 
extremely  difficult  although  I  would  like  to  learn  otherwise 
to  cut  the  non-defense  sector  of  that  budget  by  more  than 
$2  billion  or  $3  billion,  so  it  would  seem  to  me  that  although 
we  may  not  like  it ,  it  is  important  to  talk  about  how  things 
really  are  rather  than  how  we  would  like  them  to  be. 

If,  in  fact,  we  are  going  to  have  a  balanced 
budget  or  a  budgetary  surplus  in  1975,  that  is  either 
going  to  have  to  come  by  a  rather  large  slash  in  the  defense 
sector  of  the  budget  which  is  again  ont  going  to  be  easy 
to  come  by  or  it  is  going  to  have  to  come  through  selective 
tax  increases ,  particularly  on  corporations  and  in  the  upper 
income  brackets  as  the  lower  income  brackets  have  already 
born  the  harshest  tax  of  all  which  is  known  as  price  inflation. 

It  is  one  thing  to  ask  the  table  to  raise  their 
hand  in  support  of  a  balanced  budget  in  which  we  would  all 
agree  or  a  budgetary  surplus  but  I  do  think  that  the 
difficulties  of  accomplishing  that  cannot  be  overlooked 
by  this  gathering. 
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SENATOR  BEALL:  Hay  I  comment  to  Mr.  Taylor? 

The  Senate  in  its  defense  appropriations  just  a 
few  weeks  ago  cut  the  defense  budget  by  $5  billion  along 
the  line  —  I  don't  know  Barber,  what  was  in  the  House.  What 
would  you  cut? 


MR.  CONABLE:  $3.2  billion. 

SENATOR  BEALL:  I  would  estimate  that  the  Senate 
this  year  when  it  gets  through  with  the  process  will  cut 
a  total  of  $17  million  in  the  1975  budget  request. 

SECRETARY  DENT:  You  are  down  to  298. 

MR.  CONABLE:  What  is  important  is  what  is  being 
cut  is  the  appropriations  and  not  necessarily  the  rate  of 
spending.  The  impact  of  that  degree  of  cut  in  military 
appropriations  may  translate  into  a  comparatively  modest 
out  in  spending  because  of  commitments  made  in  previous  years 
and  so  forth  and  really  what  we  are  talking  about  although  it 
is  absolutely  essential  that  we  cut  appropriations  down  the 
line  which  is  if  we  are  going  to  have  a  reduction  in  expen¬ 
diture  . 


We  are  not  going  to  have  a  dramatic  and  direct 
impact  on  the  rate  of  expenditures  simply  by  cutting  appro¬ 
priations  this  year.  What  you  are  talking  about  is  closing 
bases  probably  and  additional  personnel  cuts  in  the 
military,  and  that  sort  of  thing  takes  some  time  to 
implement . 


SECRETARY  DENT:  Mr.  Harper. 

MR.  HARPER:  Number  four. 

Mr.  Secretary,  I  would  like  to  speak  just  a 
moment  to  Mr.  Conable's  statement  and  while  I  don't  disagree 
with  what  he  says,  I  think  we  have  to  look  at  the  fact  that 
this  cumulative  budget  deficit  over  the  years  has  undoubtedly 
been  a  major  contributor  to  our  problems. 

I  think  it  is  not  only  the  psychology  of  the  thing, 
I  think  if  we  are  going  to  start  some  time  trying  to  move 
back  in  the  other  direction  to  make  up  for  these  budget 
deficits  we  have  had  over  the  long  period  of  time. 
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While  I  can  fully  agree  with  the  situation,  I  am  not  much 
impressed  by  the  fact  that  we  take  most  of  the  expenditures 
and  say  they  are  untouchable. 

When  we  in  business  go  to  cut  the  expensable 
ones  we  go  off  the  untouchable  wholes  —  the  easy  ones 
anyone  can  get  at .  I  wonder  why  we  cannot  really  look  at 
some  of  the  untouchable  expenditures  in  government. 

SECRETARY  DENT:  Thank  you,  Mr.  Harper. 

REVEREND  SULLIVAN:  Just  this  one  last  word.  I 
am  in  favor  of  it  if  it  does  not  again  cut  back  on  efforts 
to  lift  the  capability  of  the  poor.  We  have  to  have  some 
discretion,  I  know,  but  we  cut  back  also  on  what  we  call 
human  resource  programs  and  what  are  called  human  benefits 
programs  where  I  am  not  in  favor  of  cutting  back  there. 

I  am  in  favor  of  developing  programs  that  will 
make  people  more  proud,  so  they  can  add  to  the  economy  of 
the  country  and  cut  out  welfare  and  make  them  self “employable 
and  taxpayers. 

SECRETARY  DENT:  Thank  you. 

Other  comments? 

Yes,  Mr.  Smith? 

MR.  C.  SMITH:  I  think  this  is  much  more  than  just 
a  psychological  problem  we  have  here.  The  very  effect  of 
these  huge  Federal  deficits  are  soaking  up  all  the  credit 
■that  exists  in  the  country.  Now  we  worry  about  the  housing 
industry  and  why  we  cannot  find  money  to  keep  our  housing 
industry  going  at  a  rate  that  people  can  afford,  and  last 
month  the  Federal  Government  goes  out  and  sells  $4  billion 
worth  of  debt  at  nine  percent. 

Well,  now,  how  can  savings  and  loan  compete  with 
that?  They  can't.  You  have  got  to  get  the  Federal  deficit 
managed  somehow  or  other  or  there  won't  be  credit  for  housing 
or  anything. 

SECRETARY  DENT:  Thank  you. 


Mr.  Marshall. 
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MR.  MARSHALL:  I  am  Mr.  Marshall. 

This  is  in  answer  to  Reverend  Sullivan.  If  the 
Reverend  will  get  in  the  pulpit  on  Sunday  and  tell  his  folks, 
"You  get  to  work  every  day  and  you  get  to  work  on  time", 
he  will  do  more  good  getting  them  off  welfare  than  anything 
else . 


REVEREND  SULLIVAN:  Yes.  All  they  have  to  do  is 
get  an  OIC  in  this  town  and  get  to  work  on  time,  get  a 
skill,  get  a  job,  get  off  welfare  and  start  paying  taxes. 

The  community  has  to  base  these  community  programs.  I  will 
make  you  a  chairman  of  the  OIC  in  your  town. 

MR.  MARSHALL:  You  get  them  to  work  and  we  will 
teach  them. 

MRS.  PETERSON:  Number  23. 

I  wish  now  that  I  were  one  of  these  fiscal  experts 
because  you  are  talking  in  all  these  terms  that  I  still  think 
that  we  cannot  get  down  to  have  people  understand.  I  just 
wish  for  example  that  all  of  these  people  had  a  job  to  go 
to  and  it  bothers  me  that  in  the  kind  of  thing  that  we  are 
planning,  that  we  are  forgetting  how  many  million  people 
will  be  without  it  and  we  cannot  talk  about  this  in  isolation 
to  your  first  question  of  the  welfare ,  the  number  of  black 
young  people  that  are  unemployed,  30  percent  of  them. 

I  don't  know  how  you  are  going  to  teach  them  when 
there  is  not  a  job.  It  is  a  relation  of  these  and  there 
are  a  lot  of  untouchable  things  but  I  think  also  that  many 
of  the  economists  and  experts  have  pointed  out  many  of  these 
areas.  I  just  don't  like  us  to  grab  at  this  as  a  simple 
answer. 


I  think  it  is  far  more  complicated  than  we  are 

saying. 

SECRETARY  DENT:  Thank  you. 

SENATOR  BEALL:  Mr.  Secretary,  Glen  Beall,  micro¬ 
phone  13. 

I  have  somewhat  of  a  question  for  the  group  because 
I  have  observed  during  our  discussion  here  that  it  seems  that 
one  of  the  highest  priority  items  is  to  seek  a  balanced  oudget 
but  I  have  also  observed  in  my  relatively  brief  experience , 
as  one  who  votes  to  cut  the  budget,  this  may  be  an  unattainable 
goal  as  desirable  as  it  seems  and  may  be  undesirable. 
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Therefore,  I  have  also  observed  this  morning  that 
we  are  going  to  spur  the  hind  of  business  activity  that 
is  going  to  get  our  country  back  on  the  track,  we  have  to 
offer  tax  incentives  to  people  who  are  in  business  in  order  to 
generate  the  capital  necessary,  that  is  going  to  bring  about 
the  tax  investment.  There  is  going  to  be  a  time  lag,  I  guess, 
between  the  time  we  offer  the  inducement  and  the  time  we  get 
the  growth  in  base  that  will  allow  us  to  produce  the  tax 
revenues  that  will  --  even  though  we  are  very  prudent  --  will 
allow  us  to  keep  our  budget  somewhat  in  check. 

Now,  this  means  to  me  --  maybe  I  have  over  simplified 
but  it  means  that  we  are  going  to  have  to  get  some  more  taxes 
somewhere  to  pay  for  this  trade-off  and  I  am  wondering  if 
people  in  this  group  are  saying  we  have  taxed  the  rich,  which 
does  not  really  get  us  much  money.  Are  the  corporations . 
willing  to  pay  that  much  more  tax  in  order  to  keep  us  fairly 
well  in  balance  or  are  they  suggesting  that  we  go  to  the 
great  bulk  of  the  American  taxpayers,  the  middle  income 
tax  guy,  to  pay  all  the  tax  anyhow  and  if  we  do  that,  do  you 
think  the  middle  income  taxpayer  is  willing  to  pay  more 
government  taxes? 

MR.  MOOREHEAD:  Mike  number  17,  Bill  Moorehead. 

I  want  to  follow  on  what  Senator  Beall  said.  I 
think  the  unanimous  consensus  was  that  we  should  get  the 
budget  under  Congressional  control.  Almost  every  speaker 
urged  that,  but  then  quite  a  number  urged . incentives  to  saving 
investments,  liberalization  of  capital  gains ,  liberalization 
of  depreciation  allowance,  tax  exemption  for  interest  on 
savings  or  reinvested  dividends,  even  deductions  for  expenses 
in  environmental  protection  and  job  safety  and  we  do  have  to 
save  if  we  are  going  to  give  these  tax  incentives  and  have  a 
balanced  budget. We  have  to  have  additional  revenues  to  offset 
those . 


There  were  some  suggestions.  I  noted  that  Mr.  Kerby 
suggested  a  tax  surcharge  on  incomes  over  $15,000.  Mr. 
Marshall  said  he  was  willing  to  pay  an  additional  personal 
tax  and  Mr.  Simmons  suggested  an  excise  tax  but  there  seems 
to  be  no  general  consensus. 

If  we  take  these  routes  which  are  negative  as  far 
as  revenue  producing  is  concerned  and  disbalancing  as  far 
as  the  budget  is  concerned,  how  do  we  offset  that? 
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There  seems  to  be  no  consensus  as  I  can  see  as 
to  how  that  should  be  done . 

HR.  HARPER:  Mr.  Moorehead,  I  think  there  is  one 
consensus.  I  think  nearly  everyone  suggested  cutting  govern¬ 
ment  expenditures.  I  think  that  was  almost  universal. 

MR.  MOOREHEAD:  Number  17,  Bill  Moorehead. 

My  thought,  Mr.  Harper,  was  that  maybe  we  could 
cut  revenues  down  at  the  present  level  to  balance  revenues . 
but  if  in  addition  we  are  going  to  cut  revenues,  we  are  going 
to  have  to  find  additional  sources  of  cuts  more  than  have 
been  expressed  at  this  meeting,  as  I  listened  to  the 
discussion . 


SECRETARY  DENT:  Mr.  Jones? 

MR.  R.  H.  JONES:  Microphone  two,  R.H.  Jones. 

One  of  the  principal  concerns  we  have  with  respect 
to  the  budget  and  one  of  the  reasons  we  have  suggested  very 
strongly  that  there  should  be  fiscal  expenditure  restraint 
is  the  grave  concern  that  we  have  over  the  revenue  estimates. 
The  $294  billion  we  have  not  talked  about  much  this  morning 
to  your  point,  Congressman  Moorehead,  and  the  concern  we 
have  on  this  front  goes  to  the  fact  that  the  economy  seems 
to  be  developing  more  weakness  than  estimated  the  time  that 
that  fiscal  or  rather  that  revenue  estimate  was  made  and 
I  would  question  that  the  $294  billion  figure  is  a  very 
sacrosanct  number  and  if  we  persist  with  the  problems  that 
we  are  currently  facing  and  they  aggrandize  as  they  seem 
to  be  with  utility  spending  slowing  up,  with  the  capita 
programs  of  industry  unquestionably  going  *%?eflect  the  sane 
thing ,  then  we  are  looking,  we  felt,  at  a  deficit  that  could 
be  considerably  larger  than  the  one  that  we  were  talk  g 
about  originally  this  morning,  perhaps  as  much  for  t  e 
calendar  year  1975  as  even  $25  billion. 

So,  this  certainly  would  indicate  the  need  for 
stringency  on  the  expenditure  front . 

SECRETARY  DENT:  Thank  you.  I  think  it  comes 
through  clear,  first  of  all,  that  we  don't  want  to  recommend 
that  1975  fiscal  year  budget,  which,  incidentally  termina  es 
June  30,  1975,  be  $300  billion  or  less.  Each  of  us  who 

have  voted  for  this,  then,  assumes  the  responsibility  of  g 

willing  to  share  in  the  cut  if  it  gets  on  our  own  feet  and 
to  support  those  members  of  Congress  who  carry  out  these 
recommendations  rather  than  chastising  them  for  being  too 
meagre  with  certain  programs . 
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Let's  get  on  to  the  1976  fiscal  budget.  The 
question  was  deficit  balance  surplus.  Could  we  have  some 
expressions  on  this?  This  is  the  year,  July  1,  1975 
through  June  30,  1976  there  were  a  few  comments  in  favor 
of  surplus. 

There  were  many  comments  in  favor  of  balance. 

I  did  not  hear  deficit  proposals. 

MR.  SCHMIDT:  On  the  1976  budget,  I  think  it 
is,  first  the  unanimous  view  around  is  that  everything 
should  be  done  to  cut  expenditures.  We  should  recognize 
that  is  an  easy  position  for  this  group  to  take.  It  looks 
like  there  is  $300  billion  in  there.  Surely  somebody 
can  get  in  there  and  find  the  $8-  or  $10  billion  that  can 
be  cut  out  of  there  so  everybody  is  in  favor  of  that. 

The  hard  point  comes  when  you  get  to  the  question 
that  was  sort  of  implied  in  what  Senator  Beall  and  Mr. 
Moorehead  said,  and  that  is,  all  right,  you  cut  expenditures 
now  and  all  you  can  or  all  that  is  politically  feasible 
and  to  be  accomplished. 

Now,  are  you  willing  to  step  up  to  the  revenue 
side,  if  that  is  what  is  required,  to  get  a  balanced 
budget.  I  think  several  people  around  the  table  indicated 
they  were.  That  was  far  less  unanimous  than  the  feeling 
of  balancing  the  budget  by  cutting  on  the  expenditure  side. 

I  think  that  is  the  hard  question.  I  would  like 
to  see  how  the  group  would  look  on  a  show  of  hands  as  to  what, 
without  our  trying  to  define  the  area  of  taxation,  because 
obviously  we  are  not  going  to  do  that  by  4:30,  but  would 
you  be  willing  to  step  up  to  a  tax  increase  if  that  is  what 
is  involved  in  getting  a  balanced  budget  for  surplus  budget 
in  1976. 


I  for  one  would  be.  I  think  it  is  that  important 
to  have  a  balanced  budget  in  1976. 

SECRETARY  DENT:  Are  there  any  other  comments? 

MR.  SCHMIDT:  One  of  the  items  in  here  is  a 
$6  billion  distribution  to  the  states  under  what  is  called 
revenue  sharing.  I  wonder  what  the  group  might  think  of 
cutting  revenue  sharing  to  the  states.  They  seem  to  be  in 
a  surplus  position  anyway.  I  would  like  to  hear  what  people 
in  the  field  think  about  this. 

SECRETARY  DENT:  Are  there  any  comments  on  the 
revenue  sharing  program? 
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CONGRESSMAN  SMITH:  It  is  easy  to  say  cut 
but  you  have  to  have  specific  places  to  cut.  You 
will  have  something  decreasing  production  instead  of 
increasing  production. 

MR.  CONABLE:  I  hate  to  leave  it  just  with 
Mr.  Smith  having  asked  the  question  because  there  are 
other  implications  here  besides  the  economic  implication. 

Revenue  sharing  is  a  transfer  of  what  is  in 
effect  progressive  tax  money  into  an  area  previously 
nourished  with  regressive  taxes,  namely  real  estate 
and  sales  taxes. 

It  does  seem  to  me  that  there  is  some  point 
quite  a  part  from  the  issue  of  decentralization  and 
getting  discretionary  money  into  local  government  and 
transferring  or  maintaining  significant  decisions  as 
close  to  the  people  as  possible. 

Quite  beyond  that  there  is  the  issue  of  tax  reform 
involved  in  revenue  sharing  which  tends  to  skew  the  whole 
system  toward  the  progressive  tax  and  away  from  the 
regressive  tax. 

It  is  a  more  complicated  issue  than  simply 
the  issue  of  direct  economic  priority. 

MR.  SCOTT:  This  relates  to  the  elusiveness 
of  the  target  in  terms  of  budget  cuts.  For  example,  if 
we  cut  federal  employment  but  100,000  federal  employees, 
theoretically  this  would  reduce  federal  Outlays  by 
something  on  the  order  of  two  billion  dollars  a  year. 

However,  that  means  that  our  tax  receipts  would 
go  down  because  in  fact  those  people  are  no  longer  earning 
incomes.  It  also  means  our  expenditures  would  go  up  because 
in  fact  we  would  have  unemployment  compensation  for  these 
people  who  are  out  of  work.  So,  without  trying  to  paint 
us  into  a  totally  circular  argument,  there  are  implications 
that  mean  that  as  you  make  a  two  billion  dollar  cut,  your 
revenues  may  drop  somewhat,  so  you  will  still  have  further 
to  go  to  get  to  the  budget  balance  for  which  we  are 
shooting. 


That  should  not  be  forgotten  in  the  dialogue 
that  takes  place  in  terms  of  the  nature  of  the  federal 
budget . 
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MR.  FELLNER:  There  may  be  a  transfer  of  employees 
from  the  federal  sector  to  another  sector,  for  example  the 
private  sector. 

MR.  SCOTT:  To  the  extent  we  are  talking  about 
cutting  the  federal  budget  deficit,  for  example;  we  are 
talking  about  public  service  employment.  Obviously,  there 
are  offsets  on  each  side  on  the  outlays  of  public  service 
employment . 


MR.  FELLNER:  There  would  be  some  in  the  private 

sector. 

MR.  CHATHAM:  I  would  like  to  ask  Mr.  Scott  a 
question,  please. 

What  is  the  rate  of  turnover  in  the  federal 
employment?  In  other  words,  if  the  government  said  we 
are  not  going  to  hire  anyone  else,  what  would  this 
accomplish  over  what  period  of  time? 

MR.  SCOTT:  As  I  mentioned  earlier,  there  has 
been  an  employment  cutback  put  into  effect  that  will 
amount  to  40,000  federal  government  employees.  This 
is  approximately  two  percent  of  the  civilian  employment 
within  the  federal  government.  This  will  be  done  almost 
solely  by  attrition.  Now,  what  the  turnover  is  a  year, 

I  really  don't  know  that  figure.  Perhaps  one  of  the 
gentlemen  up  here  does  know. 

SENATOR  NUNN:  I  would  not  certify  this  at  all, 
but  I  have  heard  the  (figure  in  the  defense  alone  is  about 
two  hundred  thousand  a  year  in  civilian  employment.  That 
is  all  types  of  turnover.  That  seems  to  be  rather’  high, 
but  I  think  that  is  about  correct. 

One  thing  I  think  should  be  pointed  out,  we  have 
heard  an  awful  lot  about  the  40,000  federal  employees  that 
we  have  terminated  jobs  for.  That  took  place  way  back  in 
June  of  this  year  under  the  authorization  bill  of  the 
Senate  Armed  Services  Committee.  We  cut  out  44,000  in  that 
alone  on  civilian  employment  and  it  came  out  of  conference 
with  the  House  at  about  33,000  and  we  have  heard  a  lot  of 
announcements  about  that  40,000  since  then  and  I  am  sure 

they  are  counting  the  same  33,000  that  were  pruned  out  long 
ago. 
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So,  I  have  to  put  that  40,000  cutback  in  terms 
of  rhetoric. 

SENATOR  TAFT:  I  don't  believe  it  has  been 

completed . 

SENATOR  NUNN:  It  is  completely  through  attrition, 
and  it  represents  only  about  twenty  percent  of  the  overall 
civilian  defense  force  that  turns  over,  so  it  can  be  done 
in  significant  amounts,  I  think,  and  you  could  have 
significant  cutbacks  without  having  layoffs. 

Now,  the  question  of  what  happens  to  those  jobs 
and  where  those  people  would  otherwise  have  hypothetically 
been  hired  will  now  find  employment  is  one  that  goes  to 
the  economy,  I  suppose. 

SECRETARY  DENT:  Thank  you. 

I  think  perhaps  we  should  move  on  to  the  question 
of  receipts  which,  of  course,  is  a  taxation  and  have  some 
discussion  about  the  current  level  of  federal  taxation.  We 
touched  on  this  briefly.  If  we  wish  to  keep  expenditures 
up,  are  we  willing  to  tax  ourselves  in  order  to  get  the 
balance  in  1976? 

What  are  the  general  views  about  the  levels  of 
taxation  at  the  present  time? 

MR.  deBUTTS:  In  answer  to  Mr.  Schmidt,  I  can 
understand  very  easily  that  if  we  are  going  to  keep  a 
balanced  budget,  if  we  are  unable  to  make  sufficient  cuts 
in  the  budget,  we  are  going  to  have  some  increase  in 
revenues . 


There  are  many  different  ways  that  we  can  get  it, 
but  I  would  hope  that  we  would  keep  in  mind  that  one  of 
the  biggest  problems  we  talked  about  this  morning  has  to 
do  with  the  generation  of  capital  that  will  allow  industry 
to  enlarge,  improve  their  capacity  to  provide  material  for 
the  consumer. 

One  of  the  ways  that  industry  gets  that  capital  is 
by  attracting  investors  through  earnings.  So,  I  would 
hope  that  we  would  keep  in  mind,  if  we  are  going  to  increase- 
taxes  on  corporations,  it  is  going  to  be  self-defeating 
because  we  make  it  even  more  difficult  for  them  to  go  out 
and  attract  people  into  that  particular  company. 
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This  sounds  a  little  self-serving,  too,  but  I 
would  not  be  too  concerned  about  my  personal  tax  but 
don't  put  it  on  my  company  because  I  think  it  defeats 
the  purpose  of  what  we  are  trying  to  do. 

MR.  BROWN:  In  the  course  of  your  inflation 
hearings  in  the  Banking  and  Currency  Committee  recently 
there  has  been  a  suggestion  made  that  we  eliminate  the 
corporate  profits  tax  and  basically  assess  it  on  all 
individuals. 

MR.  deBUTTS:  I  don't  think  we  have  to  go  all 
the  way  in  either  direction.  Congressman,  because,  after 
all,  we  are  looking  to  the  individuals  to  put  the  money 
in.  If  we  take  all  the  money  away  from  taxation,  they 
are  not  going  to  have  any  money  to  put  in  it,  particularly 
in  the  utility  field,  there  are  not  enough  that  can  generate 
enough  revenue  internally  to  pay  out  dividends  or  to  meet 
capital. 


After  three  years,  we  have  been  able  to  raise  our 
internally  generated  capital  from  forty- two  percent  to  sixty- 
five,  but  that  is  still  $4  billion  a  year  we  have  to  raise 
on  the  outside  every  year.  It  is  impossible  for  us  to  raise 
enough  capital  internally  to  meet  our  requirements,  so  we 
have  to  depend  on  individual  investors  on  the  outside,  so 
let's  go  down  the  middle  of  the  road. 

SECRETARY  DENT:  I  think  in  round  figures,  we 
might  also  identify  the  fact  that  state  and  local  taxation 
runs  about  50  percent  of  the  federal  level  so  that  the 
combination  of  the  three  need  to  be  considered  as  we  deal 
with  this  question. 

Are  there  any  other  comments?  If  not,  why  don't 
we  move  on  to  the  question  of  tax  incentives  or  deterrents? 

We  did  not  hear  any  suggestions,  as  I  recall,  concerning 
deterrents  in  order  to  effect  national  policy.  Was  this 
an  omission  by  chance  or  could  we  gain  something? 

MR.  BROYHILL:  It  seems  the  way  the  stock  market 
is  going  today,  if  you  get  the  stock  market  to  turn  around 
we  would  get  some  money  out  of  capital  gains. 

SECRETARY  DENT:  Are  there  any  other  comments? 
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MR.  GARFIELD:  Mr.  Schroeder  made  a  suggestion 
for  a  deterrent  and  I  wish  he  would  repeat  it. 

MR.  SCHRODER:  In  my  objection  to  high  interest 
rates,  suggested  through  taxation  as  an  inflation  control 
measure  you  can  put  it  on  and  take  it  off  almost  at  will, 
where  high  interest  rates  have  a  long-term  effect. 

As  I  put  it  that  time,  best  explained  through  the 
carryover  into  the  future,  high  rates  on  mortgages. 

We  had  a  period  when  we  did  have  excise  taxes 
and  they  were  placed  on  non-essential  items.  I  have  not 
heard  other  than  I  believe  Mr.  Simmons  mentioned  that  today. 

SECRETARY  DENT:  Thank  you,  Mr.  Schroeder. 

Are  there  any  other  comments? 

MR.  JERRY  BROWN:  I  don't  want  the  ceiling  to 
come  off  the  roof  of  the  William  Penn  but  as  Bill  Moorehead 
knows  when  we  look  at  the  fiscal  side  and  the  monetary 
side,  when  we  reach  a  time  where  government  policy  is 
for  contraction  and  we  use  tight  money  as  a  way  to,  in 
effect,  cost  money  out  of  the  market;  when  we  do  that, 
we  are  basically  having  a  policy  that  advantages  the 
already  advantaged  sector. 

In  all  of  these  deterrents  or  incentives,  we 
can  provide  some  kind  of  income  relief  on  savings  from 
thrift  institutions  to  help  housing,  but  housing  finance  is 
a  problem.  We  have  tight  money  when  interest  rates  are 
going  up.  Our  economic  policy  is  for  contraction. 

Our  tax  laws  basically  advantage  rather  than 
disadvantage  the  advantaged  sector.  The  effective  rate 
on  corporate  borrowings,  when  they  are  paying  14  percent, 
rather  than  seven  or  eight  percent,  whereas  the  effective 
rate  to  the  homeowner  on  the  mortgage  when  it  is  14  percent 
is  maybe  twelve  or  better. 

Now,  then,  one  way  that  this  could  be  corrected 
if  the  economic  policy  of  this  nation  is  for  contraction 
is  to  limit  the  deductibility  of  interest  to,  say,  seven 
percent  which  has  been  a  rate  that  historically  is  about 
as  high  as  it  gets,  except  when  the  governmental  policy 
is  against  further  expansion. 
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The  money  does  not  flow  into  the  advantaged 
sector  to  the  extent  it  does  in  tight  money  times  and 
then  compensate,  it  seems  to  me,  in  some  of  the  ways 
you  suggested  through,  maybe,  relief  in  the  corporate 
tax  area,  but  at  least  don't  let  it  flow  into  the 

thlrsector?eCt°r  ^  3  time  “hen  y°U  Want  t0  dis*<ivantage 


That  is  a  deterrent,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you,  Mr.  Brown. 

MR.  BROYHILL:  I  think  sometimes  you  don't 
understand  most  corporations  have  a  certain  amount 
of  money  already  borrowed.  It  would  not  make  any 
difference  if  you  raised  the  interest  to  twenty 

percent.  I  can't  pay  that  back.  I  still  have  to 
borrow. 

Most  of  us  are  in  a  fixed  situation.  It  is 
not  as  easy  as  you  raise  the  rate  and  then  we  quit 
borrowing.  We  can't  quit  borrowing.  We  have  to  keep 
borrowing  so  it  is  not  so  simple. 

th_._  .  5®’  JERRY  BR0WN:  There  is  no  question  that 

with  IL*,  3  niC^  Sltuation  for  but  we  are  dealing 

Tito  housing?617  °f  ^  iS  ^ Y  9oin? 

There  is  no  money  available.  We  are  forcing 
interest  rates  up  by  attempting  to  do  things  on  the  one 
side  of  increasing  interest  rates  on  savings  which 
basically  built  into  the  system  then  and  absolute 
essentiality  on  loans. 

MR*  broyHILL:  I  am  suggesting  there  will  be 
that  much  more  money  available  because  we  corporations 
have  to  continue  borrowing  that  exhibit  amount.  I  will 
still  have  to  borrow  more  next  year  regardless  of  what 
you  do  with  interest  rates. 

MR*  JERRY  BROWN:  What  has  been  the  history? 
you  relate  corporate  business  borrowing  to  sales 
Gapitai  investment,  any  of  these  things,  any  norm, 
what  has  been  the  relationship  in  recent  years  of 

corporate  borrowing  or  borrowing  to  that  fixed  norm  as  a 
fixed  percent? 


MR.  FELLNER: 
to  net  investment.  So 
borrowing  and  total  net 
greatly. 


It  certainly  went  up  in  relation 
the  relationship  between  corporate 
investment  has  deteriorated  very 
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That  is  to  say,  what  is  being  financed  from 
external  funds  is  now  very  much  in  excess  of  the  net 
investment  of  the  non-f inancial  corporate  sector,  which 
is  another  way  of  saying  that  very  much  of  the  overall 
capital  outlays  including  replacement  outlays  are  now 
financed  out  of  external  funds . 

I  think  this  will  be  confirmed  by  the  gentlemen 
who  have  had  direct  experience  with  this. 

Also,  there  has  been  a  considerable  shift  away 
from  debt  financing  with  reliance  on  bond  issues  to  debt 
financing  with  reliance  on  bank  loans,  which  perhaps  also 
will  be  a  concern. 

That  is  what  I  read  from  the  papers. 

MR.  R.  JONES:  Corporate  debt  now  is  about 
one  trillion  dollars.  It  is  at  the  highest  level  it  has 
ever  been.  It  has  doubled  in  the  last  ten  years  and 
the  debt  equity  ratios  are  just  about  at  breaking  point. 

Today,  the  corporate  debt  is  three  times  the 
federal  debt,  which  is  a  very  unusual  situation  in  this 
nation.  Dr.  Fellner  is  absolutely  right,  business  loans 
from  banks  cannot  come  down.  This  is  one  of  our  problems. 
They  can't  come  down  because  you  can't  go  to  the  equity 
markets  where  stocks  are  selling  far  below  the  book  value 
and  you  can't  bring  out  long-term  issues  except  at 
confiscatory  rates  and  corporations  are  not  willing  to 
lock  themselves  in  for  long  extended  periods  of  time. 

MR.  FELLNER:  Another  way  of  expressing  the 
same  state  of  affairs  is  to  say  a  very  high  proportion 
of  the  profits  shown  in  the  books  are  needed  for  keeping 
the  inventories  and  the  fixed  equipment  in  tact  because 
the  book  profits  include  the  funds  needed  for  replacement 
of  inventories  and  fixed  investment,  and  this  part  of 
the  book  profits  has  been  rising  very  rapidly  due  to  the 
inflation . 


If  you  compare,  for  example,  1973  with  1965  or 
the  second  half  of  the  1960 's,  in  general  you  will  see 
this.  This  is  what  leads  to  the  financing  of  a  high 
proporation  of  the  replacement  needs  by  external  financi  .g, 
by  debt  financing. 
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MR.  BROWN:  I  want  to  impose  upon  your  time 
for  a  final  comment. 

Are  we  saying  that  basically  we  have  to  look 
at  the  federal  budget?  Don't  look  at  the  corporate 
budgets  or  business  budgets,  and  don't  look  at  the 
consumer  budgets? 

Are  we  saying  b  asically  we  have  to  look  at 
the  problem  of  debt  as  it  relates  to  the  collective 
people,  the  government,  but  we  don't  look  at  debt  from 
a  business  standpoint,  from  the  standpoint  of  where  it 
exists  in  business  and  corporations,  where  it  exists 
insofar  as  the  consumer  is  concerned. 

I  think  a  case  can  be  made  for  credit  controls 
such  as  after  Korea.  It  seems  to  me  we  have  to  balance 
all  budgets. 


MR.  deBUTTS:  Mr.  Secretary,  one  of  the  big 
problems  we  are  facing  today,  particularly  in  the 
utility  industry,  has  to  do  with  the  profits  and  this 
increasing  proportion  of  debt  in  our  capital  structure. 


In  my  own  business  we  have  gone  from  36  percent 
debt  to  48  and  a  half  percent  debt.  Interest  coverage, 
which  is  a  determining  factor  in  our  rating  of  bonds,  has 
dropped  from  six  point  two  seven. „  That  is  just  about  the 
breaking  point  between  a  triple  A  rating  in  our  business 
and  dropping  it.  If  it  drops,  of  course,  the  cost  goes 
up.  So,  the  profits  side  of  our  business  is  not  only 
important  in  the  area  of  attracting  investors,  but  it  is 
important  from  the  standpoint  of  the  cost  of  new  debt 
which  we  are  still  going  to  have  to  have. 

The  other  comment  I  wanted  to  make  is  I  don't 
believe  anyone  here  in  business  is  asking  only  that  the 
federal  government  attempt  to  balance  their  budget.  I 
think  I  can  speak  for  every  businessman  around  here. 

They  have  their  budgets  screwed  down  so  tight  now  that 
they  are  squeeking. 


They  are  doing  everything  they  can  to  improve 
their  profits  by  their  own  internal  operations.  I  think 
I  can  speak  here  for  everybody  at  this  table  that  that 
is  true  squeezing  out  every  penny,  cutting  every 
capital  dollar  we  possibly  can  to  still  meet  our 
obligation  to  the  public  that  we  serve. 
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We  are  not  asking  the  government  to  do  anything 
that  we  are  not  already  doing  ourselves. 

MR.  SMITH:  I  would  like  to  learn  something 
rather  than  trying  to  tell  you  what  I  think  the  situation 

is . 

I  would  really  like  to  know  the  answer  to  this 
inventory  problem.  To  what  extent  is  capital  tied  up 
in  unneeded  inventory  trying  to  beat  inflation.  We 
hear  a  lot  of  stories  about  tremendous  inventory 
accumulations . 

The  figures  we  have  on  an  overall  basis  seem  to 
indicate  that  is  so.  If  it  is  so,  could  some  inventories 
be  released  at  this  time? 

MR.  HARPER:  I  can  only  speak  for  our  industry  on 
that.  We  have  done  a  tremendous  amount  of  work  on  studying 
inventories  and  our  customers'  inventories.  We  have  our 
own  inventories  pulled  to  the  lowest  level  we  have  ever 

had  them. 


We  think  our  customers'  inventories  are  down. 

We  have  had  a  few  drop  off  in  business  where  the 
inventories  got  high.  We  know  of  no  cases  where  people 
have  built  up  inventories  to  an  excessively  high  level 
in  anticipation  of  inflationary  increases  in  cost. 

We  found  no  evidence  of  that  whatsoever. 

MR.  LEE:  I  have  a  feeling  that  there  is  a  lot 
of  inventory  that  could  be  released.  I  can  only  tell 
you  the  experience  we  had  in  our  own  company.  This  is  ^ 
the  way  we  used  to  operate.  I  would  get  our  competitors 
annual  reports  and  take  a  look  at  them.  If  we  had  less 
than  they  did,  we  said  we  did  a  pretty  good  job. 

A  number  of  years  ago  we  really  made  a  real 
effort  to  study  this  out  and  found  that  we  had  a  great 
deal  more  inventory  than  we  needed.  We  express  it  in  days. 
At  the  time  we  started,  we  had  about  one-hundred  twenty  day 
of  inventory.  We  are  now  operating  our  business  with 
eighty  days.  That  is  enough. 
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I  think  a  good  deal  could  be  done  in  turning 
inventory  quicker  and  certainly  take  a  lot  of  pressure 
off  the  banks. 

I  believe  there  has  been  money  borrowed  to 
carry  excess  inventory. 

MR.  WALTERSDORF:  Speaking  for  the  wholesaling 
segment,  today  I  would  estimate  there  is  at  least  $100 
million  tied  up  in  wholesalers'  inventories.  I  would 
n°t  like  to  say  these  are  all  excessive  inventories. 

They  have  been  increased  and  inflated  just  by  the 
sheer  price  inflation. 

As  I  mentioned  earlier,  in  the  electrical 
products  the  price  increase  in  just  eight  months  has  been 
twenty-three  point  six  percent.  This,  itself,  has 
been  putting  an  inflationary  effect  on  the  whole  process 
through  our  pricing  structure. 

In  addition  to  that,  our  customers  in  the 
construction  field  cannot  get  long-term  firm  prices 
because  of  the  inflationary  price  spiral,  and  they  are 
having  to  take  materialson  the  job  site  within  six 
months,  at  least  twelve  months  ahead  of  the  time  they 
normally  would  be  using  them. 

They  have  their  investment  in  it.  They  cannot 
get  their  money  for  it,  and  this  is  putting  pressure  on 
accounts  receivables.  This  is  a  very  serious  problem 
in  the  whole  area  of  capital  requirements. 

MR.  C.  SMITH:  One  more  comment  on  this  inventory 
thing  because  we  seem  to  have  gone  full  circle. 

We  started  this  morning  talking  about  shortages 
in  our  whole  economy  in  the  United  States.  It  is  one 
of  the  reasons  that  forces  high  inventories.  In  my  own 
company,  five  years  ago,  we  could  turn  to  Mr.  Speers' 
company  and  buy  any  steel  we  wanted  in  three  months. 

We  could  get  it.  Today  it  takes  6,  8,  9  months. 
So,  we  have  to  order  further  in  advance.  Our  customers 
have  to  order  forging  from  us  further  in  advance  and 
everybody  gets  caught  up  in  this  thing. 

Somehow,  we  have  to  break  the  Gordian  knot  and 
find  ways  to  increase  capacity  in  the  United  States. 
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SENATOR  TAFT:  We  heard  a  good  deal  this 
morning  or  at  least  there  seemed  to  be  a  pretty 
general  consensus  that  there  should  be  liberalization 
of  monetary  policy.  In  view  of  the  comments  we  have 
been  hearing  around  the  table  in  the  last  few  minutes, 

I  wonder  if  that  was  not  understated,  if  maybe  there 
ought  not  be  a  major  change  in  monetary  policy  and 
whether,  if  this  occurs  in  order  to  achieve  the  results 
-hat  we  are  aiming  at,  you  would  not  at  the  same  time  go 
to  some  type  or  advocate  some  type  of  allocation  of 
credit  between  borrowers. 


The  Federal  Reserve,  I  would  point  out,  apparently 
already  has  the  power  to  make  such  allocations.  I  don't 
say  we  should  go  this  direction,  but  I  would  be  interested 
in  hearing  some  further  comment  because  no  other  solution 
has  been  offered  here  in  the  last  few  minutes  to  the 
major  problems  of  tight  credit  situations  that  exist. 


I  wonder  if  any  of  the  panelists  have  comments 

on  that. 
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SECRETARY  DENT:  Lets  take  up  your  suggestion  and 
now  move  into  this  monetary  area  and  open  up  on  it.  There 
was  a  discussion  this  morning  and  there  were  some  die-hards 
who  wanted  to  hold  tight.  There  was  not  any  tightening, 
however.  Mr.  Jones. 

MR.  REGINALD  JONES:  If  I  may  just  bridge  the  two 
subjects  to  be  a  little  more  responsive  on  the  inventory 
situation  because  it  does  tie  to  this  credit  that  we  have 
been  talking  about. 

Your  Department,  Mr.  Secretary,  has  recently  issued 
revised  figures  on  inventory  accumulation  and  they  have 
shown  considerably  higher  inventory  in  American  industry 
than  were  thought  to  be  extant  and  the  ratio,  as  you  know 
of  inventories  to  sales  jumped  very  sharply  so  that  we  do 
have  a  period  right  at  the  moment  where  there  is  an 
excessive  inventory  accumulation  beyond  that  just  occasioned 
by  the  inflati  n  that  has  compounded  in  the  figures  and  this 
came  about  because  there  was  some  hoarding  in  these  times 
of  shortage  but  you  have  all  noticed  that  on  the  London 
Metal  Exchange  that  the  copper  has  dropped  in  price  from 
about  $1.52  to  the  low,  60  cents  per  pound  just  within 
a  matter  of  a  few  months  and  as  that  happens  of  course 
people  liquidate  their  stocks  very  quickly  and  this  is 
one  of  the  reasons  why  we  feel  there  is  an  intensification 
of  this  weakening  of  our  economic  situation  in  the  country. 

As  you  know,  we  always  used  to  say  the  difference 
between  surplus  and  shortage  is  one  refrigerator,  and  as 
industry  after  industry  reaches  that  "one  refrigerator" 
immediately  you  get  a  run  of  inventory  and  our  economy 
will  be  weaker. 

Now,  turning  to  the  monetary  situation,  the  figures  that 
we  have  indicate  something  like  this:  That  according  to  the 
American  Bankers  Association  defaults  on  consumer  loans  have 
hit  record  highs. 

According  to  Federal  Reserve  data,  the  corporate 
liquidity  situation  hit  a  record  low.  They  use  a  modified 
quick  ratio.  At  the  moment  it  stands  in  the  second  quarter 
of  23.5  percent. 

Now,  at  the  depth  the  credit  crunch  in  1967  was 
27.8  percent  and  at  the  depth  of  the  credit  crunch  in  1969- 
1970  it  was  24.3  percent.  That  would  indicate  that  we  a?e 


183 


in  a  more  serious  crunch  now  than  we  were  in  the  last  two 
liquidity  crises  in  this  country. 

Furthermore ,  if  you  had  reviewed  the  figures 
from  1955  through  1960,  this  was  the  period  where  we  had 
in  our  recent  economic  history  the  lowest  rate  of  money 
growth.  We  also  had  the  lowest  rate  of  economic  growth  and 
we  cite  these  just  as  indicators  of  the  severe  impact  of  the 
credit  crunch  through  which  we  are  now  proceeding. 


We  are  not  suggesting  that  we  should  give  up  on 
tilt  monetary  policy  but  it  alone  can  just  not  turn  this 
inflation  around  and  it  can  exacerbate  our  situation  actually. 
We  feel  that  there  should  be  an  easing,  but  we  are  suggesting 
that  this  easing  be  tied  to  the  rate  of  inflation,  that  if 
your  rate  of  monetary  growth  is  lo’-’er  than  your  rate  of 
inflation,  you  have  a  downward  tilt  which  will  bring  the 
inflation  gradually  down,  but  that  if  you  make  very  marked  . 
swings  in  monetary  policy  you  compound  all  of  our  difficulties 

Our  history  has  been  one  of  the  Fed  moving  much  too 
far  in  any  given  direction  up  or  down  and  dooing  it  late.  _ 
What  we  are  suggesting  is  that  the  Fed  go  on  a  gradual  policy 
which  would  set  a  money  growth  that  would  be  two  to  three 
points  below  the  rate  of  inflation  and  there  is  much  argu¬ 
ment  here  whether  we  should  be  talking  M-l,  M-2  or  M-  . 

I  am  simply  suggesting  that  we  study  the  impact  of  a 
rate  of  monetary  growth  lower  than  the  rate  of  inflation, 
do  it  on  a  very  gradual  basis  and  as  the  inflation  rate  drops, 
the  monetary  rate  would  drop.  So  far  this  year  we  have  had 
about  5-1/2  percent  through  eight  months  but  we  did  that  with 
a  bulge  in  the  first  quarter  and  essentially  no  growth  in 
the  last  several  months,  something  like  2/10  of  a  percent  and 
it  is  the  kind  of  swing  that  really  does  hurt. 


If  the  Fed  could  go  just  on  a  more  gradual  basis 

feel  we  can  come  up  with  much  better  results  in  this  fight 

againt  inflation  than  we  have  where  they  are  putting  us 

through  a  crunch  now  that .could  bring  this  economy  to  its 

knees  would  result  in  re-energizing  the  energy  spiral. 


we 


As  we  all  said,  we  cannot  stand  to  see  so  many  people 
out  of  work,  we  can  not  stand  to  see  incones  fall  as  drastically 
as  they  have.  With  corporate  profits  down,  capital  spending 
coming  to  a  halt,  a  compounding  of  the  problem. 
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SECRETARY  DENT:  Mr.  Jones,  you  have  made  a  very 
specific  recommendation  where  which  obviously  varies  in 
degree  from  the  policy  that  you  have  outlined  in  5  percent 
growth.  Do  you  think  that  the  Fed  should  accellerate  the 
growth  over  the  near  term  or  we  heard  a  recommendat ion  from 
the  economic  meeting  at  the  beginning  of  these  series  that 
it  ease  the  rate  upwards. 

MR.  REGINALD  JONES:  There  was  a  period,  I  am  sure  that 
Mr.  Burnes  is  easing  credit  somewhat  right  now.  He  has 
changed  reserve  requirements  slightly  and  that  has  pumped 
another  billion  or  so  into  the  reserve  banks. 

I  don't  think  anyone  at  this  table,  certainly  not 
in  the  private  sector,  knows  what  his  current  rate  of 
monetary  growth  is  or  what  his  intentions  are  for  the  next 
30  days.  We  are  suggesting  simply  that  he  ease  up  to  a 
point  where  he  is  well  below  the  rate  of  inflation  but  con¬ 
siderably  above  this  no  growth  that  we  had  for  a  period  in 
the  third  quarter  of  this  year. 

SECRETARY  DENT:  Do  we  have  those  that  disagree  with 
the  suggestion  of  achieving  a  rate  of  monetary  growth  approxi¬ 
mately  2  to  3  percent  below  the  rate  of  inflation?  Mr.  Brown. 

MR.  BROWN:  Gary  Brown. 

Another  suggestion  that  has  been  made  is  that  we 
tie  the  growth  and  the  money  supply  to  the  gross  national 
produ  ct,  that  this  is  a  better  reflector  of  proper  need. 

Would  you  care  to  comment  as  to  why  you  think  it  is  better 
to  tie  it  to  inflation  later  than  gross  national  product 
especially  when  we  have  the  great  gyrations  that  we  some¬ 
times  have  had. 

In,  for  instance,  agriculture  commodities  where 
you  had  an  80  percent  of  your  increase  in  your  index  was 
in  commodities  which  probably  is  not  the  same  type  of 
inflation  that  is  to  say,  it  is  a  cut  inflation  rather  than 
a  chronic  inflation.  Would  you  care  to  comment? 

MR.  REGINALD  JONES:  The  argument  that  the  monetary  growth 
rate  long-term  should  be  tied  to  GNP  is  a  very  sound  argument 
advanced  by  both  the  monitorists  and  also  the  very  conser¬ 
vative,  if  there  are  such  things  and  it  is  based  on  the  fact 
that  you  can  not  grow  an  economy  unless  the  money  supply  permits. 
The  inherent  growth  rate  of  our  economy  has  ranged  between 
three  and  four  percent  on  a  secular  trend  basis. 
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I  believe  in  the  position  taken  by  both  schools 
that  you  should  be  growing  your  money  supply  at  about  tha 
same  rate,  long-term  secular-wise.  We  got  into  the  trap 
of  growing  our  money  supply  a  couple  points  above  t^** 

°lf  you  go  back  now  so  many  years  and  this  gave  us  what  some 
called  a  little  bit  of  inflation  that  is  good  for  every¬ 
body. 

We  Kept  it  confined  to  about  2  or  2-1/2  percent. 

I  am  suggesting  now  that  with  the  very  sharp  upward  swing 
in  the  rate  of  inflation  that  we  have  got  to  bring  the 
money  supply  up  somewhat  to  avoid  a  ver  serious  recession 

and  then  taper  the  money  supply  growth  down /^iectiv^of 
the  rate  of  inflation  so  that  we  achieve  the  oble^lve  o 
bringing  the  inflation  rate  down  but  don  t  run  into 
liquidity  crisis  caused  recession. 

SECRETARY  DENT:  I  think  we  could  not  have  defined 
anything  more  precisely  than  your  comments,  Mr.  Jones,  on 
the  monetary  situation. 

Are  there  those  who  would  care  to  show  their  hands 
in  disagreement  with  this? 

MR.  FELLNER:  The  conception  is  very  appealing,  but 
I  think  before  we  get  numerical  about  how  many  percent  less 
han“he  ra?e  of  inflation  we  nevertheless  could  have  to 

specify  whether  we  are  talking  in  1  or  2  or  3  So  perhap 

we  should  not  commit  ourselves  to  a  number,  but  to  the 
conception  if  you  agree  and  if  Mr.  Jones  agrees. 

MR.  JONES:  I  agree  with  that  absolutely. 

SECRETARY  DENT:  It  is  all  the  concept,  absolutely. 

MR.  SCHMIDT:  That  was  all  I  was  going  to  say.  * 
know  I  am  -  ^ »t. 

but  "'as  a  practical  matter  from  the  business  experience  in  the 
past  month  or  two  if  there  is  not  some  moderate  -lease, 

can  see  the  dominoes  are  going  to  star  ’ 

if  wp  define  it  in  terms  of  a  modest  relaxation,  if  that  is 

a  fair  translation,  why  then  it  would  be  something  we  co 

vote  on. 


SECRETARY  DENT:  Yes. 
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MR.  SARNOFF :  Sarnoff,  RCA. 

I  think  one  of  the  key  points  here  is  the  need 
for  a  constant  rate  of  growth.  I  think  Mr.  Jones  is 
absolutely  right. 

As  I  indicated  this  morning,  we  have  been  going 
up  and  down,  peaks  and  valleys.  What  we  need  is  a  constant 
rate  of  growth.  I  think  a  key  element  is  the  M-l.  As  I 
indicated,  it  ought  to  get  back  to  the  long-term  trend. 

Whether  it  is  2  percent  or  3  percent  or  4  percent  is  something 
for  the  economists  to  figure  out,  but  I  certainly  heartily 
endorse  the  principle  of  moderating  the  present  restricted 
practices  getting  back  to  a  constant  rate  of  expansion, 
certainly  tied  to  the  inflation  rate. 

SECRETARY  DENT:  Mr.  Sarnoff,  we  have  left  it  to 
the  economists  heretofore,  that  is  why  we  are  trying  to  be 
more  precise  here  today. 

MR.  SARNOFF:  I  think  the  economists  can  be 
helpful  if  they  follow  our  precepts,  they  will  come  out 
all  right. 


MRS.  PETERSON:  Again  I  say  I  am  not  an  economist 
and  I  don't  differ  as  far  as  I  understand  it  with  the 
proposition  that  has  been  said,  but  I  hope  I  am  appropriate 
in  raising  this  question. 

Can  we  constantly  measure  all  these  things  in 
terms  of  economic  growth?  This  morning,  there  was  a  lot 
of  talk  about  the  environment,  the  air,  all  the  rest  of  it. 

I  wonder  if  we  cannot  talk  about  tte  quality  of  life.  I  think 
one  of  our  problems  is  that  we  are  thinging  in  terms  of  this 
dollar  figure  all  the  time  when  there  is  a  tremendous  move 
in  our  society  to  use  a  lot  of  this  to  improve  the  quality 
of  life  and  I  just  want  to  warn  you. 

The  issue  is  terribly  big  and  I  wish  we  could 
measure  those  some  way.  I  don't  know  how  to  figure  it,  but 
it  is  part  of  the  thing  I  can  not  forget. 

SECRETARY  DENT:  Thank  you. 

One  of  the  matters  that  come  up  most  prominently 
this  morning  was  the  need  for  a  generation  of  additional 
capital  funds  and  money  for  financing  expansion  maintenance  of 
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of  businesses  already  in  existence. 

I  would  like  to  suggest  we  move  on  to  the  specifics 
of  capital  generation.  Could  we  have  some  observations  on  this 

sub j ect  ? 


Mr.  Speer. 

MR  SPEER:  Hr.  Secretary,  I  would  like  to  suggest 
that  there  are  certain  industries  basic  to  our  economy  and 
steel  is  certainly  one  of  them  that  for  the  last  two  decades 
our  marketplace  has  supported  the  total  growth  for  steel  with 
products  that  were  made  offshore. 

Today  as  we  take  a  look  at  it  where  the  foreign 
imports  took  about  20  percent  of  the  market,  today  it  would 
appear  as  though  that  20  percent  will  probably  not  be  over 
10  percent  and  with  what  has  transpired  over  the  past  year 
or  year  and  a  half  it  would  appear  as  though  the  American 
steel  industry  is  competitive  probably  the  world  over. 

Foreign  steel  is  coming  into  our  country  at  a  rate 
of  about  12  million  ton  s.  The  average  cost  to  the  con¬ 
sumer  is  anywhere  from  130  to  150  a  ton  more  than  the 
domestic  list  price  which  means  that  the  consumer  of  the 
products  made  from  steel  are  paying  for  that  inflated 
dollar  value  of  the  imports. 

So  as  the  industry  looks  at  the  day,  it  would 
appear  as  though  not  only  is  our  challenge  to  meet  t  e 
growth  within  our  own  economy  for  steel  but  also  to  put  i 
place  that  amount  of  capacity  that  had  been  ^^  Pre¬ 
viously  by  the  foreign  producer  and  this  is  a  tremendo 

undertaking . 

Between  now  and  1980  looking  just  at  the  growth 
factor  itself,  it  would  appear  as  though  there  ha  o  e 
between  25  and  30  billion  tons  of  capacity  put  in  P^e. 

If  12  million  tons  in  addition  to  that  is  to  be  put  in 
place  to  take  care  of  what  foreign  steel  had  supplied  i 
our  marketplace ,  then  it  would  appear  as  though  ther* =  would 
be  somewhere  in  the  neighborhood  of  about  35  to  40  .11™ 
tons  that  will  have  to  be  put  in  place  within  the  next 

years . 

The  capital  requirement  for  installing  this  capacity 
is  tremendous.  In  1974  dollars,  it  would  appear  as  thoug 
it  would  run  somewhere  in  the  neighborhood  of  about  $600 
an  annual  ton,  so  we  are  talking  about  multi-billion  dollars 
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In  addition  to  that,  with  the  debt  ratio  that  the 
steel  industry  has  today,  which  is  not  much  different 
than  the  national  average  for  all  businesses,  going  to  the 
money  market  to  obtain  those  funds  is  going  to  be  very 
difficult.  More  money  is  going  to  have  to  be  generated 
internally  than  we  have  been  able  to  generate  over  the 
past,  let's  say,  two  decades. 

In  1973,  the  industry  averaged  four  and  a  half 
percnet  profit  and  four  and  a  half  percent  profit  as  far 
as  the  industry  is  concerned  means  no  growth,  zero  groqth. 
It  does  nothing  more  than  keep  the  business  at  a  constant 
level . 


So  that  as  we  look  at  the  day,  not  only  is  it  going 
to  be  necessary  to  generate  capital  formation  through  some 
sort  of  tax  relief  or  a  number  of  other  avenues  that  there 
are  which  of  course  would  have  to  be  put  in  place  by 
the  Federal  Government. 

There  is  one  other  thing  that  I  would  like  to  suggest, 
Mr.  Secretary.  We  talked  this  morning  about  there  being 
a  $950  billion  shortfall  as  far  as  capital  formation  is 
concerned.  We  talk  aoout  the  OPEC  countries  and  we  talk 
about  our  raw  materials  and  where  we  are  with  our  investments 
off-shore  if  we  have  to  go  offshore  to  attain  those  raw 
materials . 

It  would  seem  completely  realistic  to  me  that  where 
the  foreign  countries  are  looking  to  the  United  States 
for  raw  material  support  such  as  for  instance  coal  as  an 
example  it  would  seem  to  me  that  we  should  as  a  country 
expect  those  foreign  countries  to  make  the  investment  for  the 
capacity  that  they  expect  to  get  out  of  our  own  economy 
or  from  the  United  States. 

It  is  indicated  that  there  will  be  a  requirement, 
for  instance,  between  now  and  1980  for  14  million  tons  of 
additional  metallurgical  coal.  In  1974  dollars  it  costs 
$30  annual  ton  to  put  that  capacity  in  place.  For  an 
economy  that  so  desperately  needs  capital  formation,  I  think 
we  ought  to  be  looking  toward  those  countries  who  require 
or  have  a  need  for  raw  materials  that  are  within  our  own 
border  to  put  the  money  up  to  make  them  possible. 
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That  is  pretty  much  what  the  American  countries  do 
when  they  go  off  shore  with  raw  materials. 

I  thank  you. 

SECRETARY  DENT:  Along  those  lines  I  know  of  one  foreign 
contry  interested  in  coal  production  in  this  country  willing 
to  put  up  the  capital  but  because  of  the  present  difficulty 
in  getting  drag  lines  and  mining  equipment  they  can't  get 
any  takers  but  your  idea  is  practical  as  these  markets  and 
our  own  demands  are  satisfied. 

Now,  we  heard  this  morning,  forinstance,  on  this 
matter  of  incentives  for  capital  the  suggestion  that  the 
utilities,  for  instance,  on  the  investment  tax  credit  be 
moved  from  the  four  percent  to  the  seven  percnet .  That  was 
one  hard  recommendation.  Does  this  make  sense  to  the  whole 
group? 


MR.  SPEER:  Not  §nough. 

MR.  HARPER:  I  think  it  does  to  us.  I  think  it  does 
particularly  Fred  because  of  the  fact  that  utilities 
plight  really  cuts  across  all  business.  That  is,  if  they 
are  not  healthy,  if  theyare  not  able  to  provide  capacity, 

I  think  we  are  all  in  trouble. 

SECRETARY  DENT:  John,  what  concerns  me  more  than 
cutting  across  business,  if  there  is  not  power  for 
industrial  expansion,  jobs  will  not  be  created. 

MR.  HARPER:  Exactly. 

SECRETARY  DENT:  This  deals  with  unemployment  and 
perspective  unemployment. 

MR.  HARPER:  It  cuts  across  our  whole  economy. 

MR.  BURNHAM:  Not  only  does  it  affect  us  now,  but  the 
lead  time  needed  is  so  great  that  we  can  be  digging  a  hole 
for  ourselves  that  we  would  not  see  for  a  few  years  and 
we  will  be  in  real  trouble  later  on  if  we  do  not  give  relief 
so  they  can  start  these  now. 

SECRETARY  DENT:  Are  there  other  specifics  than  these? 

MR.  CONABLE:  Barber  Conable.  I  just  have  one  note 
of  caution  here.  I  don't  object  to  what  you  are  saying  about 
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tax  policy  with  respect  to  utilities  but  generally  speaking 
it  is  a  good  idea  for  the  cost  of  utilities  to  be  paid  by 
those  who  benefit  from  them  rather  than  to  have  a  general 
tax  subsidy  for  one  industry  as  opposed  to  others. 

I  judge  that  utilities  are  not  treated  in  the  same  way 
that  other  industries  are  with  respect  to  capital  invest¬ 
ment  ,and  I  simply  want  to  add  the  note  of  caution  that  I 
think  part  of  the  problem  of  the  utilities  that  the  rate 
agencies  have  not  given  adequate  recognition  to  their  costs 
and  that  we  have  some  serious  problems  in  this  area,  par-: 
ticularly  problems  of  inequity  from  state  to  state  that 
have  resulted  in  the  utilities  turning  to  tax  policy  to 
bail  them  out  from  what  is  essentailly  a  basic  rate 
problem. 


SECRETARY  DENT:  There  was  also  discussion  about 
the  question  of  the  inventment  tax  credit  and  depreciation 
treatment.  Could  we  have  any  comments  that  you  would  care  to 
make  on  these  to  define  that  more  precisely?  Mr.  Jones. 

MR.  REGINALD  JONES:  Just  to  put  this  in  perspective,  the 
gross  private  domestic  investment  in  the  United  States  as 
a  percentage  of  our  gross  national  product  is  15.7  percent. 
Now,  that  compares  with  Japan  of  36  percent  and  Germany 
of  26  percent  and  France  at  28  percent.  We  are  very  low 
on  the  scale  among  industrialized  democracies. 

Furthermore,  the  capital  cost  recovery  allowances 
that  are  granted  to  U.  S.  industry  under  our  tax  laws  are 
the  lowest  of  all  those  countries  that  I  have  mentioned. 
Whether  you  are  talking  ITC  or  whether  you  are  talking 
depreciation,  ADR's  and  so  on,  and  our  concern  is  that 
even  though  we  have,  the  investment  tax  credit,  the  ADR 
system  for  depreciation  are  under  attack. 

It  seems  ill-conceived  that  recognizing  the 
problem  that  we  ahve  in  this  country  is  not  only  inadequate 
productive  capacity  but  obsolute,  that  we  could  be 
challenged  on  these  capital  cost  recovery  allowances. 

The  facts  are  that  the  manufacturing  plant  in  this 
country  is  considerably  older  than  it  is  in  any  of  those 
industrialized  democracies  that  you  have  just  mentioned. 
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Over  two-thirds  of  our  plant  and  equipment  is 
more  than  10  years  old,  as  an  example.  The  plant  and 
equipment  is  much  more  modern  in  these  other  countries. 

I  would  like  to  just  add  one  other  thought  and  it 
is  this:  Internal  cash  generation  supplies  us,  of  course, 
with  most  of  the  funds  for  new  plant  and  equipment  and  in 
that  respect  these  capital  cost  allowances  of  ADR  and 
ITC  are  four  times  as  significant  as  retained  earnings 
four  times  as  significant. 

So,  if  we  do  nothing  more  than  just  hang  on  to  what 
we  have  got,  at  least  we  are  not  going  to  deteriorate  from 
the  present  position.  Now,  there  have  been  a  lot  of 
suggestions  made  that  we  should  have  something  more  than 
what  we  have  and  that  we  do  need  to  be  competitive  in  the 
world  markets,  but  for  goodness  sakes,  don't  take  away  what 
industry  currently  has. 

SECRETARY  DENT:  I  would  like  to  raise  one  related 
question.  One  of  the  ways  that  we  remain  competitive  in  world 
markets  as  well  as  increasing  productivity  is  through  the 
advance  of  technology.  Now,  is  there  a  connection  between 
the  present  credit  questions  and  the  growth  or  decline  o 
research  and  development  budgets  in  industry  represented 

here? 

MR.  deBUTTS:  Mr.  Secretary,  to  answer  your  question 
specifically,  not  in  my  business.  Our  expenditures  for 
research  and  development  are  going  up  at  approximately  the 
same  rate  as  our  total  business  is  going  up.  Last  year,  we 
spent  some  $660  million  on  R  S  D  just  in  our  own  business. 

So  it  is  not  affecting  that.  We  cannot  afford  to 
let  it  affect  it  because  we  have  to  look  not  at  today  or 
tomorrow,  but  20  years  from  now  so  we  must  continue  our 
R  g  D.  While  I  am  talking,  may  I  agree  with  Congressman 
Conable  on  one  thing  and  make  a  comment  on  one  other  thing 
he  said. 

SECRETARY  DENT:  Certainly. 

MR.  deBUTTS:  I  agree  100  percent,  sir,  that  one  of 
the  problems  the  utilities  have  and  here  I  am  talking 
electrics  because  for  some  reason  they  don't  incoude  tele¬ 
phone  among  utilities,  is  the  regulatory  arena.  Failure  of 
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the  regulators  to  recognize  the  proper  level  of  earnings 
needed  by  these  companies  and  also  the  tremendous  regulatory 
lag.  In  my  own  instance  it  will  run  anywhere  from  a  year 
to  two  years  and  by  the  time  we  get  an  increase  which  is 
about  on  the  average  60  to  65  percent,  it  is  two  years 
past  and  we  have  to  go  right  back  in  again,  which  is  one 
of  the  big  problems. 

But  on  the  investment  tax  credit,  as  I  understand 
it,  one  of  the  reasons  that  the  utilities  were  given  only 
four  years  versus  seven  for  all  other  industyy  was  because 
that  tax  allowance  was  put  in  as  an  incentive  to  business 
to  modernize  and  expand  their  productive  capacity  whereas  it 
was  felt  that  the  utilities,  including  telephones,  were 
required  to  put  the  plant  in  and  they  didn't  need  the 
incentive . 

The  electrics  can't  get  the  money  to  put  the  plant 
in  and  they  have  to  compete  with  the  other  companies  who 
are  out  there  so  they  need  everything  they  can  get  -- 
investment  tax  credit  as  well  as  a  better  treatment  from  the 
regulators  --  if  -they  are  going  to  continue  to  provide  the 
service  to  the  consumer. 
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I  personally  think  the  electric  industry  in  this 
business  today  is  one  of  the  most  srious  problems  we  have 
insofar  as  the  total  economy  is  concerned . 

SECRETARY  DENT:  Thank  you,  Mr.  DeButts. 

Are  there  any  other  comments? 

MR.  SARNOFF:  Mr.  Secretary,  I  think  in  John's 
case  he  is  probably  spending  as  much  as  he  has  to  for  his 
type  of  business,  but  I  think  there  is  no  question  the 
high  cost  of  doing  business  has  impacted  the  development 
of  technology  which  is  necessary.  Certainly  in  the  area 
of  new  technology  for  greater  productivity,  that  is  true. 
A  number  of  new  industries  highly  depend  on  technology. 

It  is  a  very  costly  business.  It  is  profitable  in  the 
long-run . 


I  have  no  question  that  there  has  been  a  s low-up 
in  some  basic  research  and  the  development  of  technology 
as  it  applies  to  new  methods  of  manufacturing,  and  cer¬ 
tainly  in  some  gray  areas  that  fall  between  the  public 
sector  and  industry  where  the  return  at  the  end  of  the. 
road  is  not  enough  to  justify  the  investment..  I  am  think¬ 
ing  of  such  things  as  solar  energy  or  desalinization.  I. 
think  there  is  no  question  but  that  the  high  cost  of  capital 
is  impacting  on  the  development  of  technol  ogy . 

CONGRESSMAN  SMITH:  The  suggestion  was  made  that 
we  help  to  meeting  this  problem  of  capital  goods  by  encour¬ 
aging  foreign  investment.  I  would  like  to  point  out  in 
this  regard  that  there  is  a  constant  pressure  in  Washington 
to  curb  exports .  The  Secretary  wel  knows  this .  It  is 
hides  one  time,  walnuts  another  time,  and  what  have  you. 


But  what  foreign  country  wants  to  invest  in  the 
United  States  when  there  is  a  constant  threat  that  in  the 
event  there  is  a  world-wide  shortage  of  a  particular  product, 
export  controls  will  be  applied. 

It  seems  to  me  if  we  really  want  to  encourage 
foreign  investment,  we  have  to  have  a  firm  policy  that  there 
will  not  be  export  controls. 

SECRETARY  DENT:  Thank  you,  Mr.  Smith? 

Are  there  any  other  comments? 
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MR.  SPEER:  I  hear  what  you  say  about  curtailing 
exports,  but  let  me  give  you  a  little  example  of  how  our 
good  allies  work  with  an  American  investment. 

U.  S.  Steel  invested  in  probably  the  largest  pre¬ 
reduced  ore  facility  in  Venezuela  about  three  years  ago. 

When  the  price  of  scrap  got  up  to  $160  a  ton,  we  were  noti¬ 
fied  by  the  President  of  Venezuela  that  the  pre-reduced  ore 
that  was  being  produced  in  our  plant  in  Venezuela  would  no 
longer  be  exported,  that  that  product  would  go  into  the 
Venezuela  economy, into  their  steel  business,  and  they  iden¬ 
tified  a  price  that  was  equivalent  to  $31  scrap.  This  is 
the  other  side  of  what  you  are  talking  about. 

Our  problem  is  we  are  not  using  all  of  the  strengths 
that  we  have  within  our  own  economy  and  our  strengths  are  not 
gunboats.  Our  strengths  are  the  commodities  that  we  produce. 
We  are  not  using  those  strengths  to  hold  in  line  our  allies, 
our  trading  partners.  They  sort  of  flip  by  here  free  and 
easy  in  the  wind. 

We  do  not  say  to  a  country  that  is  importing 
food  products  when  they  triple  or  quadruple  the  price  of 
their  oil  that  we  no  longer  will  support  your  food  deficit 
or  we  will  no  longer  provide  the  essential  goods  that  you 
require . 


This  is  a  little  bit  about  what  I  think  Reginald 
Jones  was  talking  about.  If  I  might,  Mr.  Secretary,  I  would 
like  to  make  one  other  observation.  We  talk  about  research 
and  technology.  In  those  industries  that  are  highly  capital- 
intensified  such  as  the  steel  industry,  we  have  the  technology 
today  to  put  a  green  field  plant  in  place  that  would  reduce 
the  average  of  the  industry  man-hour  requirement  by  at  least 
50  percent  and  reduce  the  energy  requirement  from  between  30 
to  40  percent,  but  we  have  not  been  able  to  formulate  the 
capital  to  take  advantage  of  the  technology,  and  this  is 
pretty  sad. 


CONGRESSMAN  SMITH:  I  think,  Mr.  Speer,  you  make 
my  point  better  than  I  did  for  sure.  After  that  experience 
in  Venezuela,  you  don’t  want  to  invest  in  Venezuela,  and 
the  fear  they  have  not  to  have  that  here  makes  them  not 
want  to  invest  here.  If  we  don’t  have  a  tight  policy  against 
this,  how  can  we  expect  foreigners  to  want  to  come  here. 

You  are  making  the  case  for  a  good,  firm  barter 
deal,  and  it  is  time  we  got  around  to  that. 
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MR.  SPEER:  I  would  like  to  have  the  Venezuelan 
industry  on  the  line  for  their  coal  supply. 

SECRETARY  DENT:  Ladies  and  gentlemen,  I  think 
out  of  respect  for  the  Pittsburgh  Pirates,  we  should  take 
a  7-inning  stretch  for  about  two  minutes. 

[Brief  recess.] 

SECRETARY  DENT:  Ladies  and  gentlemen,  let’s 
resume,  please.  The  Pirates  are  having  their  difficulties. 

I  don't  think  we  should  put  the  economy  in  that  position. 

The  next  item  we  would  like  to  discuss  is  Govern¬ 
ment  regulations  that  affect  productivity  as  we  went  around 
the  room. 

I  would  like  to  see  if  there  is  a  specific  comment 
with  respect  to  ICC  and  the  trucking  industry.  I  would  like 
to  see  if  we  could  elicit  other  observations  as  to  where  the 
Government  and  productivity  are  not  consonant . 

Do  we  have  any  comments  in  this  area? 

MR.  LOEVINGER:  Some  of  the  might  be  unprintable. 

I  addressed  the  suggestion  earlier,  and  I  made  a 
suggestion  which  I  would  not  repeat,  but  as  I  listen  to 
the  conversations  I  get  a  sense  out  of  them  and  as  I  listen 
to  the  dialogue  I  get  a  sense  out  of  it. 

It  seems  to  me  a  lot  of  people  are  saying  business 
is  not  generating  enough  profits  to  provide  its  own  capital 
investment;  that  business  must  go  into  debt  to  get  the  capital 
it  needs  to  produce . 

On  the  Government  side,  obviously  we  have  the  same 
process— taxes  are  not  great  enough.  There  is  a  question  if 
we  can  increase  taxes  enough  to  pay  for  the  Federal  budget. 

Now  why,  all  of  a  sudden,  with  this  tremendously 
productive  economy  of  ours  we  are  not  producing  enough  on 
the  business  or  government  side  to  pay  what  we  need  to  go 
along? 
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Let  me  add  another  fact.  As  all  of  you  know,  re¬ 
cently,  it  is  not  merely  the  United  States  suffering  inflation. 

We  are  neither  the  best  nor  the  worst.  West  Germany  is  probably 
much  better  off.  Italy  is  worse  off.  Inflation  is  international 
in  scope  . 


Is  it  not  the  case  the  United  States  finds  itself 
in  the  unusual  situation  of  not  being  an  isolated  market 
but  only  a  small  part  of  a  world  market  in  which  there  are 
many  more  competitors  for  raw  materials  than  there  have  ever 
been  before,  and  that  it  is  the  competition  for  raw  materials 
from  other  countries  that  is  acting  as  an  inflationary  force 
since  the  sum  total  really  of  available  raw  materials  has 
not  increased  as  fast  as  the  world-wide  demand? 

Is  it  not  also  the  case  that  part  of  the  trouble 
with  government  relation — it  is  certainly  the  case  in  the 
antitrust  field,  I  can  assure  you — most  government  agencies 
either  can't  or  won't  recognize  this  and  insist  on  treating 
the  situation  as  though  it  were  the  same  as  it  was  pre-World 
War  II  or  even  pre-World  War  I?  They  are  still  operating  on 
the  basis  of  Adam  Smith's  assumptions  about  the  wealth  of 
nations  as  if  we  could  isolate  nations  as  independent  economic 
units . 


Therefore,  I  throw  out  to  this  assembly  that  the 
last  two  topics  may  be  intimately  related  in  that  we  are 
suddenly  operating  not  as  a  national  economy  that  can 
be  isolated  as  a  separate  entity  but  only  as  a  part  of  a 
world  economy  in  which  nearly  all  businesses  are  competing 
in  world  markets  and  even  those  that  are  not  directly  in  world 
markets  are  indirectly  competing  for  raw  materials. 

SECRETARY  DENT:  Are  there  comments  in  the  productivity 

area? 

MR.  SCHROEDER:  I  would  like  to  comment  about  the 
attitude  of  labor  in  the  area  of  productivity  in  the  printing 
and  publishing  industry.  I  have  heard  numerous  comments  about 
unions  stifling  efforts  to  increase  productivity.  I  could  tell 
you  what  has  happened  in  our  industry.  While  the  total  production 
worker  hours  rose  only  10.5  percent  from  1961  to  1973  and  industry 
sales  climbed  by  127  percent,  it  is  obvious  that  output  per  worker 
in  the  printing  and  publishing  industries  has  grown  at  a  rapid 
pace.  In  turn,  as  productivity  increased  at  a  faster  pace 
than  wages,  labor  costs  per  dollar  of  output  declined  throughout 
the  period  from  1961  through  1973. 
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The  ratio  of  total  payroll  for  production  workers 
in  the  industry  to  the  total  value  of  shipments  declined  from 
21.7  percent  in  1961  to  only  17.9  percent  in  1973. 

Labor  cost  per  dollar  of  output  declined  17.5  over 
the  12 -year  span,  an  average  annual  rate  of  decrease  of  1.3 
percent  in  production  worker  labor  costs  per  dollar  of  output . 

It  is  obvious  why  labor  costs  as  a  percent  of  dollar 
output  declined  so  drastically.  The  dollar  value  of  output 
per  man  hour  in  the  printing  and  publishing  industry  more  than 
doubled  from  1961  to  1973  from  $12.64  to  $26.08.  That  was  a 
total  increase  over  the  1961-1973  period  of  106.3  percent  or 
an  average  annual  rate  of  increase  in  dollar  output  per  worker 
of  6.25  percent. 

At  the  same  time,  productivity  was  soaring,  average 
hourly  workers  of  production  workers  were  climbing  at  a 
slower  pace . 

From  1961  through  1973,  average  hourly  earnings 
increased  69.5  percent  or  an  average  annual  increase  of  4.5 
percent.  This  means  that  average  hourly  earnings  for  pro¬ 
duction  workers  lagged  behind  productivity  increases  by 
an  average  of  1.75  percent  per  year. 

Total  production  worker  payroll  as  a  percent  of  total 
sales  stood  at  17.9  percent  at  the  end  of  1973;  17.5  percent 
lower  than  the  21.7  percent  payroll  cost  factor  in  1961  and 
a  substantial  savings  for  the  printing  and  publishing  industry 
over  the  years. 

As  I  pointed  out  this  morning,  while  profits  increased 
a  total  of  438  percent  from  1961  to  1973,  production  worker  payroll 
rose  only  87  percent.  This  breaks  down  to  an  average  annual  15.1 
percent  increase  in  printing  and  publishing  industry’s  profits 
before  taxes  compared  to  5 .4  percent  average  annual  increase  in 
production  worker  payroll . 

Again,  I  would  like  to  point  out  that  the  value  of 
shipments  in  1973  for  the  printing  and  publishing  industry 
was  $34  billion. 

SECRETARY  DENT:  Thank  you,  Mr.  Schroeder. 

SENATOR  TAFT:  I  would  like  to  concentrate  for  a 
moment  on  the  government's  role  in  the  productivity  area.  We 
had  a  productivity  commission  for  a  number  of  years  which  was 
a  tripartite  that  came  up  for  reauthorization  last  year.  Senator 
Johnson  and  I  on  Banking  and  Currency  had  the  subcommittee  ,  and 
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for  all  practical  purposes,  we  put  it  out  of  its  misery  because 
it  was  doing  such  a  poor  job.  I  think  part  of  that  was  due 
to  its  tripartite  makeup  which  paralyzed  it  from  moving  ahead 
in  any  meaningful  way. 

Several  months  ago,  realizing  something  had  to  be 
done,  we  passed  some  new  legislation  and  the  National  Commission 
on  Productivity  has  been  re-established  to  help  improve  the 
productivity  of  the  economy.  It  is  supposed  to  spur  greater 
efforts . 


I  wonder  if  the  panel  thinks  that  the  Commission  can 
have  any  impact  on  the  private  sector  decision-making  and  are 
there  any  other  initiatives  that  government  ought  to  be  taking 
in  this  field  of  productivity? 

MR.  WALTERSDORF :  I  would  like  to  make  a  comment 
just  on  the  fact  that  I  think  that  the  National  Commission  on 
Productivity  or  a  counsel  on  productivity  can  definitely  con¬ 
tribute  by  proper  dissemination  of  information,  proper  inves¬ 
tigation  of  certain  areas  that  can  increase  our  productivity. 

I  think  some  of  the  reasons  it  did  not  succeed  and 
was  not  as  effective  before  was  because  of  the  shortness  of 
time,  the  manner  in  which  it  was  organized  and  certain  other 
factors  you  have  alluded  to. 

I  feel  very  definitely,  in  the  area  of  productivity, 
the  Government  should  complete  and  begin  to  implement  the 
recommendations  of  the  studies  on  government,  impediments 
in  the  private  sector,  to  efficiency  and  productivity  as  well 
as  competition.  A  good  example  of  this  is  what  happened  in 
the  energy  crisis  when  the  Transportation  Department  started 
evaluating  through  rates  where  a  trucker  going  from  Cleveland 
to  Washington,  D.  C.,  had  to  go  through  Pittsburgh  even  though 
it  was  more  directly  and  less  costly  to  go  direct  to  Washington, 
D.C.  This  is  just  one  example  of  the  type  of  study  and  the 
types  of  things  that  we  have  in  the  way  of  government  regula¬ 
tions  and  requirements  that  do  impede  efficiency  and  productivity 
on  the  part  of  the  private  businessman. 

I  also  think  that  tax  legislation  designed  to  increase 
investment  in  more  capacity  should  be  enacted.  I  feel  that  the 
whole  private  sector  has  many  ways  that  they  can  increase  their 
productivity  with  the  Government's  help.  I  think  that  the  Govern¬ 
ment  has  many  areas  where  it  can  effect  efficiencies. 
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This  commission  on  government  procurement  has  pointed 
out  many  areas  where  the  government  can  effect  greater  pro¬ 
ductivity.  Host  of  these  have  not  been  carried  forward. 

MR.  MARSHALL:  My  friend  here  in  Graphic  Arts,  I  would 
like  to  correct  some  of  his  numbers.  He  says  wages  are  up  60 
percent  and  profits  400-some  percent.  Wage  rates  are  up  60 
percent.  Accumulated  profits  may  be  up  400— some  percent  but 
the  profit  rate  is  probably  minus  because  in  1961  profits  may 
have  run  three  or  four  percent  after  taxes;  but,  today,  I  know 
darn  well  it  is  under  three  precent. 

SECRETARY  DENT:  Mr.  Chatham. 


MR.  CHATHAM:  Please,  getting  back  to  the  last  re¬ 
marks  on  productivity,  let's  not  have  the  memorial  to  this 
conference  be  another  government  agency. 

SENATOR  TAFT:  You  already  have  it. 

MR.  CHATHAM:  Then  an  active  one. 


SENATOR  TAFT:  We  killed  it  and  then  we  revived  it. 


MRS.  PETERSON:  On  the  question  of  productivity, 
perhaps  we  could  underline  this  audit  I  mentioned  earlier, 
the  inflationary  audit.  There  are  so  many  things  I  see  in 
The  food  industry  I  have  been  working  with  where  there  have 
been  recommendations  we  could  not  carry  out  because  of  regu¬ 
lation  .  One  need  only  make  a  trip  to  our  warehouse,  where 
we  are  trying  to  automate,  to  see  the  lack  of  accepting  pallet - 
izing,  the  new  methods  of  packing.  If  you  ask  the  warehouse 
fellows  what  the  problems  are,  they  will  tell  you. 


It  seems  to  me  we  could  get  information  to  help 
move  this  at  a  more  rapid  pace .  I  think  we  can  do  more  more 
of  that  if  we  involve  the  workers  who  are  really  involved 
in  those  questions. 


MR.  DeBUTTS:  I  will  admit  possibly  that  there  are 
some  areas  where  the  Congress  could  be  helpful  to  business 
from  the  standpoint  of  approving  productivity  by  eliminating  some 
governmental  restrictions  as  he  described. 

On  the  other  hand,  I  personally  feel  productivity 
improvement  is  something  unique  to  each  and  every  individual 
industry.  The  problems  are  different,  the  people  are  different  * 
the  kind  of  work  is  different,  the  kind  of  equipment  is  differ¬ 
ent  .  I  feel  that  we  on  our  own  have  the  incentive  to  improve 
our  productivity  in  order  to  get  our  earnings  up  to  take  care 
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of  the  problems  we  have  been  talking  about  all  day.  I  feel  if 
we  are  left  to  our  own  devices  that  we  can  do  the  job  on  pro¬ 
ductivity  that  needs  to  be  done .  I  think  we  have  done  it  now 
on  business  and  for  Mr.  Schroeder's  b  enefit  I  would  like  to 
comment  all  of  our  unions  independent  as  well  as  the  two  inter¬ 
national  unions  have  been  most  cooperative  in  the  efforts  to 
do  this  . 


MR.  BROWN:  It  seems  to  me  that  all  or  most  of  the 
presentations  this  morning  pointed  out  that  Government  has 
been  one  of  the  culprits  in  this  whole  area  of  impending  pro¬ 
ductivity  through  its  regulatory  activities.  Much,  if  not 
most,  of  our  regulatory  legislation  that  imposes  an  obligation 
upon  the  private  or  nonpublic  sector  really  incorporated  in 
it  no  productivity  whatsoever.  It  does  not  increase  the 
quantity  of  goods.  It  does  not  increase  the  quality  of 
goods.  So,  therefore,  there  is  nothing  under  the  heading 
of  productivity  that  is  accomplished  by  these  regulatory 
activities . 


You  might  be  interested  to  know  that  although  the 
Congress  for  some  time  has  required  every  committee  to  include 
in  its  report  on  legislation  that  it  reports  out  an  estimate 
of  the  cost  of  that  legislation  for  the  next  five  years  to 
the  Federal  Government,  that  requirement  has  never  been 
applied  to  the  nonpublic  sector.  Otherwise,  there  has  been 
no  requirement  that  a  committee  attempt  to  determine  what 
the  cost  of  this  legislation  will  be  to  the  nonprivate  sector. 
It  is  kind  of  assumed,  I  guess,  that  every  time  you  impose 
a  new  regulatory  responsibility  that  that  is  absorbed  by  in¬ 
dustry.  We  know  it  is  not.  It  is  passed  on  and  becomes  a 
consumer  cost. 

I  have  advocated  that  the  committee  now  henceforth — 
and  I  have  asked  to  get  the  rules  changed  to  require  the  com¬ 
mittees  --provide  an  estimate  of  what  the  cost  of  that  legis¬ 
lation  is  to  the  nonpublic  sector.  I  think  we  will  then  have 
members  of  Congress  look  at  these  pieces  of  legislation  a 
little  harder  from  a  cost/benefit  standpoint  that  they  have 
in  the  past.  I  think  this  would  help  a  lot  in  kind  of  impeding 
or  making  some  be  more  cautious  in  the  passage  of  legislation 
that  does  impose  a  significant  cost  upon  the  nonpublic  sector 
that  has  no  reflection  in  productivity. 
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SECRETARY  DENT:  Thank  you. 

HR.  BURNHAM:  The  Senator  had  thoughts  about  the 
productivity  commission.  I  think  it  can  be  very  important  if 
it  is  really  an  active  commission.  I  think  it  can  help  a  great 
deal  in  promoting  more  productivity  improvement  in  the  services, 
both  public  and  private .  We  can  stand  great  improvement  in  our 
medical  services,  in  our  education,  postal  service,  and  all  the 
local  and  Federal  Government  services.  These  are  all  subject 
to  great  productivity  improvement.  They  have  not  been  tackled 
with  the  vigor  that  agriculture  and  industry  have  been  tackled, 
so  I  think  there  is  a  real  problem  that  this  productivity  com¬ 
mission  can  do  to  stir  up  and  get  the  country  working  on  pro¬ 
ductivity  improvement  in  the  services. 

SECRETARY  DENT:  Thank  you. 

Are  there  further  comments? 

The  question  was  suggested  this  morning  that  some¬ 
body  should  teach  productivity.  Are  we  referring  to  the 
school  system,  to  the  productivity  commission  through  public 
information  or  at  the  government  level? 

SENATOR  NUNN:  I  proposed  to  the  summit  Steering 
Committee  about  a  week  or  two  ago  a  paper  which  I  will  also 
put  in  the  record  here  that  deals  with  that  very  question. 
Georgia  Tech  has  undertaken  a  program  that  is  very  similar 
to  the  old  Extension  Service  program  that  was  carried  out  in 
agriculture .  That  is,  they  are  sending  field  representatives 
out  to  talk  primarily  to  small  businesses  although  the  defini¬ 
tion  of  that  sometimes  includes  rather  large  businesses  to 
determine,  number  1,  by  their  observations  what  is  the  field 
that  can  be  improved  in  productivity  most  readily  within  that 
industry . 


Number  2,  they  go  back  to  their  institution  and  they 
get  their  experts  to  take  a  look  at  that  particular  problem  and 
trY  come  up  with  a  model  that  would  increase  productivity. 

Number  3,  they  take  it  back  to  the  industry. 

Obviously  there  has  to  be  interest  from  the  industry. 
The  industry  has  to  be  willing  to  pick  up  some  of  the  costs. 
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This  has  been  done  without  any  Federal  funds  to  date.  If 
they  had  Federal  funds  in  this  kind  of  program,  I  think  even 
a  small  amount  could  go  a  very  long  way.  They  came  up  in  re¬ 
cent  months  with  a  proposal  to  the  carpet  industry  which  is  now 
in  the  process  of  the  development  stage  that  would  save  energy 
to  the  tune  of  about  20  percent  in  the  carpet  industry  which 
would  increase  productivity  and  correspondingly  would  help  our 
national  energy  policy. 

I  propose  we  marry  industry  with  some  of  our  tech¬ 
nical  schools.  They  have  participated  in  the  space  age. 

Schools  have  participated  vigorously  throughout  the  country 
in  the  defense  effort,  but  there  has  not  been  a  corresponding 
relationship  between  industry  and  our  technical  universities. 

I  believe  with  very  small  cost  the  Commerce  Depart¬ 
ment  or  other  appropriate  agency  could  undertake  a  program, 
perhaps  even  with  existing  statutory  authority,  to  try  to 
match  industry  with  our  technical  schools  at  the  State  level 
without  creating  a  new  Federal  agency,  without  creating  new 
think  tanks.  I  think  we  already  have  it.  I  think  the  po¬ 
tential  is  there,  and  I  will  submit  that  to  you,  Mr.  Secretary, 
but  I  would  like  the  reaction  of  people  here,  and  I  would  like 
the  serious  consideration  of  the  Commerce  Department. 

SECRETARY  DENT:  Mr.  Marriott. 

MR.  MARRIOTT:  In  talking  about  productivity,  it 
seems  to  me  that  the  unions  have  more  control  over  productivity 
than  any  other  part  of  our  industry.  Union  rules  which  control 
how  much  a  person  can  produce  seems  to  me  to  be  the  key  to  pro¬ 
ductivity.  I  am  sure  that  business  can  teach  its  people  how 
to  produce  more.  In  our  own  company,  we  have  schools  where  we 
work  with  people  and  teach  them  how  to  do  things  better.  But 
I  am  sure  that  in  union  shops  your  unions  have  a  great  deal  to 
do  with  productivity. 
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SECRETARY  DENT:  Thank  you. 

I  think  perhaps  now  we  should  move  on  to  this 
question  of  international  conditions  in  the  discussion. 

This  morning  we  heard  several  comments  concerning 
legislation  through  the  Congress  with  the  specific 
purpose  of  ultimately  being  able  to  come  up  with  some  sort 
of  an  international  agreement  under  GATT  relating  to  fair 
trade,  both  access  to  markets  and  access  to  supply. 

Is  this  the  consensus  that  I  sense  or  do  we  wish 
to  have  other  observations? 

MR.  CONABLE:  I  certainly  want  to  endorse  that 
idea.  I  think  we  are  going  to  find  ourselves  having  to 
do  more  and  more  in  the  way  of  international  conferring 
on  the  conditions  for  doing  business.  Among  other  things, 

I  think  we  need  a  general  agreement  on  taxes  and  taxation 
than  investment  policy  as  well  as  the  general  agreement 
on  tariffs  and  trade. 

It  seems  to  me  that  the  attitude  of  the  world 
toward  the  multinational  corporation  is  something  that 
needs  to  be  explored  a  good  deal  more  carefully  than  we 
have  been  willing  to  do  it  today. 

The  multinational  corporation  is  a  fact.  What 
your  attitude  is  toward  it  seems  to  be  largely  tainted 
at  this  point  by  domestic  politics  and  yet  it  has  a 
great  deal  to  do  with  the  flow  of  capital  in  international 

It  has  a  great  deal  to  do  with  our  foreign  policy. 
I  suspect  that  our  foreign  policy  ignores  the  existence  of 
roultinational  corporations,  60  percent  of  which  are  based 
in  the  United  States,  at  its  peril,  but  I  think  it  does 

ignore  this  movement  generally  in  substantial  degree  even 
now. 


I  don't  know  that  there  is  great  enthusiasm  in 
the  business  community  of  further  exploration  of  the  role 
of  the  multinational  corporation.  I  think,  however,  that 
we  can  really  not  afford  to  put  our  head  in  the  sand  and  say 
our  corporations  are  still  entirely  national  in  their 
charteristic  sense  as  we  find  increasing  sophistication 
in  the  expressions  of  national  sovereignty  abroad  with 
respect  to  American  based  corporations. 
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SECRETARY  DENT:  Do  we  have  comments? 

MR.  REGINALD  JONES:  I  just  wanted  to  raise  one 
more  point  in  this  international  area.  We  have  had 
absolutely  no  discussion  today  of  the  impact  of  the 
international  monetary  matters  as  they  impact  on 
domestic  inflation  and,  of  course,  that  is  a  rather 
significant  omission. 

I  would  hope  that  in  any  kind  of  a  summit 
meeting  that  we  might  ahve  some  consideration  of  this 
issue  and  some  support  for  the  Secretary  of  the  Treasury 
and  the  work  that  he  is  attempting  to  carry  forward. 

Although  the  C-twenty  has  been  disbanded  for 
the  moment,  a  task  force  is  going  on.  We  cannot  hope  to 
insulate  ourselves  totally  from  inflation  in  other 
areas  of  the  world  and  it  is  proceeding  at  an  even  more 
rapid  rate  than  most  of  the  industrialized  democracies 
than  it  is  here. 

We  never  would  have  survived  the  situation,  and 
particularly  with  the  oil  crisis  without  the  floating 
rates  and  I  would  hope  that  we  have  got  endorsement  of 
the  business  community  for  the  program  that  we  are  under 
now. 


There  is  a  lot  of  talk  about  stable  but 
adjustable  rates.  I  don't  feel  that  they  are  applicable 
at  this  time  but  we  must  stay  with  the  floating  rates 
and  we  must  here,  too,  I  think  drive  for  an  understanding 
that  a  country  should  not  be  permitted  unilaterally  to 
adjust  its  rates  vis-a-vis  other  currencies  to  gain 
short-term  trade  advantages. 

This  is  all  part  of  the  work  that  is  going  on 
and  I  would  hope  that  it  would  get  the  endorsement  of 
the  business  community  and  perhaps  be  covered  at  the 
summit. 


SECRETARY  DENT:  I  think  if  we  wish  to  get  at 
the  summit  we  need  to  develop  it  a  little  bit  here  in 
order  to  get  a  feeling  of  the  consensus. 

As  I  understand  it,  the  proposal  is  that 
business  and  industry  endorse  the  concept  of  floating 
rates . 
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Does  anyone  wish  to  address  this  matter? 

MR.  MOOREHEAD:  Just  a  question,  Mr.  Jones. 

Do  you  think  that  the  floating  rate  is  the  permanent 
solution  or  should  there  be  some  more  stability?  Nobody 
wants  to  go  back  to  the  rigidity  of  the  Bretton  Woods 
agreement  but  should  there  not  be  better  ground  rules 
than  merely  floating  rates? 

MR.  REGINALD  JONES:  This,  of  course,  is  what  the 
major  powers  are  working  on  now,  that  we  will  develop  a 
code  of  conduct  that  would  permit  the  floating  rates  to 
continue  as  long  as  necessary  but  they  would  not  permit 
any  given  country  unilaterally  to,  as  I  said,  adjust 
its  rates  to  gain  a  short-term  trade  advantage. 

There  would  be  cooperative  agreements  through 
IMF.  There  will  have  to  be  some  special  arrangements 
made  to  handle  the  petrodollar  problem  certainly  and 
we  have  not  obviously  gotten  the  solutions  to  that  one 
but  I  just  felt  that  you  could  not  go  through  this  whole 
issue  without  bringing  up  international  monetary  matters. 

I  think  business  has  done  a  remarkable  job  of 
adjusting  to  floating  rates  and  many  businessmen  that  I 
have  talked  to  endorse  this  approach  at  this  time.  They 
all  agree  that  perhaps  down  the  road  you  ought  to  be  able 
to  codify  a  practice. 

That  would  eventually  perhaps  result  in  stable 
but  adjustable  rates  within  somewhat  wider  bands  than 
we  had  before,  but  I  thought  we  should  go  on  record 
supporting  the  Treasury  Department  and  its  efforts  in 
this  program. 

MR.  BROWN:  Mr.  Jones,  would  you  also  concur  in 
what  the  Treasury  has  suggested  on  occasions,  that  is,  to 
adopt  internationally  a  system  of  sanctions  fcr  those  nations 
maintaining  chronic  surplus  or  deficit  positions? 

MR.  REGINALD  JONES:  That  is  part  of  the  code  of 
behavior  that  if  you  run  in  a  constant  surplus  position 
that  if  you  are  by  your  own  central  bank  activity  tending 
to  preclude  an  adjustment  in  rate  that  would  recognize 
a  chronic  surplus,  let's  say,  that  then  there  should  be 
some  form  of  sanction;  whether  it  is  a  confiscatory  rate 
on  your  reserves  or  no  payment  on  your  reserves,  a  number 
of  suggestions  have  been  made  in  that  regard. 
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Yes,  I  do  feel  that  as  part  of  an  international 
code  of  behavior  on  monetary  matters  that  should  be 
adopted . 


MR.  BROWN:  Including  a  requirement  that 
those  nations  adjust,  revalue  and  devalue? 

MR.  JONES:  Yes.  In  effect  if  you  had  a  code 
of  behavior  here,  the  rate  would  adjust. 

SECRETARY  DENT:  Further  comments  on  this? 

The  next  issue,  then,  we  will  move  on  to  is 
this  question  of  raw  materials. 

Mr.  Pilliod. 

MR.  PILLIOD:  Have  we  brought  this  question  on 
foreign  trade? 

SECRETARY  DENT:  I  don't  hear  any  volunteers. 

We  don't  need  to. 

MR.  PILLIOD:  I  think  this  question  of  foreign 
trade,  although  I  agree  with  the  Congressman  on  the  issue 
of  multinational  exports,  imports  also  require  a  new  look. 

I  know  it  was  not  too  many  years  ago  when  our  imports  with 
just  such  a  small  part  of  our  GNP  that  we  paid  no  attention 
to  it  but  as  our  tastes  have  grown  in  the  United  States 
and  we  have  gone  to  such  heavy  imports  of  raw  materials 
that  you  are  going  to  get  to  energy  products  and  so  forth 
it  becomes  a  new  ballgame. 

There  has  also  grown  up  around  the  world  blocs 
that  are  taking  over  some  of  the  foreign  markets  through 
their  associated  memberships  and  so  forth,  which  would 
tend  to  block  U.S.  exports  out.  I  think  exports  are 
becoming  more  and  more  an  important  part  of  our  economy 
as  we  go  along  and  certainly  we  should  begin  to  use  some 
of  our  own  clout  in  the  way  of  food  exports,  coal, 
manufactured  products  and  so  forth  and  sit  down  with  the 
foreign  nations  and  negotiate  treatment  which  will  give 
our  exports  the  capabilities  that  they  require  and 
the  country  needs . 

So  just  to  get  back  to  this  international  question, 
I  think  we  should  press  hard  for  the  passage  of  the  present 
trade  bill  so  that  the  team  that  we  send  over  to  GATT  to  do 
their  negotiating  will  be  able  to  negotiate  equal  materials 
or  at  least  terms  that  will  give  us  a  better  chance  of 
obtaining  those  objectives. 
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SECRETARY  DENT:  Thank  you. 

Of  course,  if  we  don't  get  the  legislation,  the 
team  won't  go  because  the  President  has  not  had 
negotiating  authority  since  1967. 

Are  there  any  other  comments? 

Yes,  Mr.  Loevinger. 

MR.  LOEVINGER:  I  don't  know  enough  to  know 
whether  or  not  I  agree  with  Mr.  Jones  in  detail  but  it 
seems  to  me  that  this  is  like  the  question  we  discuss 
sometime  ago  as  to  whether  or  not  the  rate  of  money 
growth  should  be  one,  two  or  three  percent,  a  little 
bit  more  or  a  little  bit  less  behind  the  rate  of 
inflation. 


It  does  not  seem  to  me  that  this  kind  of  a 
group  can  decide  the  details  of  floating  rates  or  of 
sanctions  or  of  that  sort  of  thing.'  The  point  I  made 
a  moment  ago  seems  to  me  to  be  one  that  we  should  agree 
on  and  that  we  should  emphasize  and  that  is  most 
important  and  that  is  that  the  United  States  economy 
cannot  today  be  isolated  from  the  workd  economy,  that 
we  exist  in  a  world  market  and  a  world  economy  and 
that  virtually  everything  we  do  must  be  understood  to 
be  taken  as  a  part  of  the  world  economy  and  that  all 
of  these  actions  have  got  to  be  correlated  with  actions 
and  reactions  that  we  expect  from  other  nations. 

We  should  not  begin  trade  wars.  We  should  seek 
to  have  international  cooperation  with  respect  to  ^trade, 
international  codes,  with  respect  to  money  trade  and  other 
matters.  Unless  we  do,  it  seems  to  me  that  we  are  in  for 
a  very  rough  time  and  it  seems  to  me  that  whatever  we 
conclude  here  at  the  summit  or  elsewhere  will  be  essentially 
immaterial  because  it  is  going  to  be  simply  swept  aside  by 
the  force  of  the  world  economy. 

No  matter  how  you  figure  it,  no  matter  how  important 
we  are,  no  matter  how  dominant  we  are,  we  are  still  a  minor 
part  of  the  total  world  economy. 

Thank  you. 

SECRETARY  DENT:  Thank  you. 
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Comments  on  access  to  raw  materials  offshore 
in  particular? 


MR.  MOO REHEAD:  Mr.  Secretary,  could  I  ask  a 

question? 

SECRETARY  DENT:  Yes. 

MR.  MOOREHEAD:  It  seemed  to  me  the  panel  had 
some  differences  of  opinion  as  I  listened.  I  think  we 
could  all  agree  that  a  significant  part  of  the  inflation 
that  we  have  experienced  to  date  has  been  because  of 
increased  prices  of  raw  materials  but  some  of  the 
panelists  I  think  agree  with  what  Mr.  Stevens  said, 
that  there  was  a  normalization  of  the  material  market. 

Today's  Wall  Street  Journal  reports  a  seven 
percent  reduction  in  cooper  prices  but  I  detect  that 
Mr.  Harper's  experience  would  be  to  the  contrary  and  we 
have  Mr.  Spear  and  Mr.  Connor  and  Mr.  Jones,  all  of  whom 
have  to  acquire  raw  materials. 

What  is  the  advice  to  the  Congress?  What  does 
the  future  hold  for  us?  Is  this  a  serious  future  because 
of  inflation  as  it  has  been  in  the  past? 

SECRETARY  DENT:  Mr.  Harper? 

MR.  HARPER:  While  I  could  talk  particularly  on 
bauxite,  I  think  it  is  true  of  all  raw  materials  that  we 
have.  We  are  seeing  strong  pressure,  political  pressure 
by  the  raw  producing  material  countries  to  raise  their 
take . 


This  is  brought  about  partly  by  worldwide 
inflation,  brought  about  partly  by  other  forces. 
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I  think  the  real  hazard  is  that  unless  we  can  set  up  a 
national  raw  materials  policy  and  really  work  on  this  over¬ 
all,  work  from  our  strengths,  we  are  going  to  find  ourselves 
picked  to  pieces  one  material  at  a  time  and  I  think  that 
we  are  not  making  use  of  the  strengths  that  we  have. 

I  think  the  trade  bill  is  quite  important  in  this 
because  this  becomes  really  part  of  free  trade  or  world 
trade . 


Just  for  example ,  the  tremendous  increase  that 
we .have  had  in  bauxite  taxes  by  one  of  the  foreign  countries 
going  to  force  us  to  go  to  some  higher  cost  domestic 
materials.  Well,  this  will  assure  supply  all  right  but  it 
will  assure  supply  at  a  higher  cost  than  would  otherwise 
be  true  and  this  takes  a  chunk  out  of  world  trade. 

Now,  if  you  multiply  this  with  the  steel  industry 
and  other  people  who  are  going  to  get  the  same  thing,  this 
can  have  an  accumulative  and  tremendous  effect  on  overall 
world  trade.  So,  it  seems  to  me  like  this  problem  is  one 
that  needs  to  be  considered  in  its  entirety,  considering 
both  our  exports  and  our  imports  and  it  is  one  of  tremendous 
importance  for  the  long  pull. 

SENATOR  RIBICOFF :  May  I  add  as  a  member  of  the 
Finance  Committee  I  would  anticipate  that  the  trade  bill 
g°  through  the  Finance  Committee  within  the  next 
week  or  so  and  on  the  Floor  of  the  Senate  and  pass.  I 
would  also  --  I  feel  confident  that  the  Jackson  Amendment 
is  ready  to  come  to  a  conclusion  and  compromise  within 
the  next  week,  so  those  of  you  who  raise  questions  about 
the  trade  bill,  I  am  sure  that  before  we  go  home  for  a  recess 

adjourn,  the  trade  bill  will  be  on  the  President's 
desk. 


is 
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SECRETARY  DENT:  I  think  that  is  a  conclusive 
statement.  Let's  move  on  now  before  someone  challenges 
the  vote. 


Further  comment  on  the  raw  material? 

We  have  had  a  fine  presentation  this  morning. 
Everyone  brought  papers  where  there  recommendations  were 
firm  and  fixed.  I  wonder  at  this  time  if  after  today's 
discussion  there  are  any  other  ideas  that  have  been  stimulated 
that  you  would  like  to  pass  on  to  the  President  or  to  the 
Congress  as  to  how  this  inflationary  problem  might  best 
be  dealt  with  other  than  the  ones  that  came  out. 

Mr.  Harper. 

MR.  HARPER:  I  am  sorry  to  be  talking  so  much. 

Number  four. 

I  would  just  like,  if  I  may,  Mr.  Secretary,  to  make 
one  comment  on  behalf  of  the  Business  Round  Table  which 
as  you  know  is  an  organization  of  some  130  or  140  business 
people . 


Quite  a  few  of  us  are  represented  in  this  group 
today  and  I  think  that  there  are  four  things  that  run  through 
all  our  presentations  and  I  think  have  been  quite  strong 
in  all  this  discussion.  I  think  we  can  sum  those  up  very 
quickly  by  saying  I  think  we  have  all  agreed  that  there  must 
be  some  reduction  in  Government  spending.  There  must  be 
some  easing  up  on  the  strict  monetary  policy;  there  must 
be  something  done  to  aid  in  capital  formation  and  that  we 
do  not  want  wage  and  price  controls. 

I  think  that  if  you  will  look  back,  think  back, 
certainly  the  Business  Round  Table  members  were  all  quite 
uniform  in  that  and  I  think  that  we  can  say  that  we  feel 
strongly  and  we  will  be  glad  to  present  position  papers  on 
each  of  those  items  showing  why  they  are  so  important,  not 
only  individually,  but  for  the  whole  business  community. 

SECRETARY  DENT:  Thank  you,  very  much. 

You  mentioned  position  papers.  I  would  like  to 
mention  that  we  will  keep  the  record  open.  If  anyone  would 
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like  to  expand  in  writing,  if  you  would  send  it  to  me  in 
Washington,  we  will  see  that  it  goes  into  the  record  providing 
we  have  it  by  Thursday.  After  that,  it  will  certainly  be 
used  in  the  Department.  I  won't  guarantee  whether  we  can 
get  it  into  the  record. 

Are  there  other  comments? 

MR.  SMITH:  Microphone  18. 

Mr.  Secretary,  I  hesitate  at  this  time  to  say  this, 
huh  T  think  I  should  because  I  feel  it  very  strongly.  I 
think  the  time  has  passed  when  business  and  industry  is 
making  decisions  based  upon  the  assumption  there  will  be 
10  percent  inflation.  The  time  has  passed  when  we  can 
merely  point  at  a  few  relatively  minor  things,  all  of  them 
important  and  say  to  other,  people  you  do  something  to  adjust. 


We  have  not  faced  today  and  I  have  not  heard  any 
comments  at  all  on  the  importance  of  anti-competitive  activity. 
Now,  I  don  t  think  that  in  this  time  and  age  that  we  can 
just  sweep . that  under  the  rug.  It  has  got  to  be  an  important 
factor  in  inflation  today. 

When  I  talk  to  businessmen  who  are  unable  to  get 
a  product  because  the  company  from  which  they  have  been 
Sehhing  their  product  has  expanded  their  own  companies, 
their  own  affiliates  or  their  being  told  to  exchange  stock 
with  us,  or  you  will  go  out  of  business.  It  is  an  important 
factor  and  I  really  am  kind  of  disappointed  although  I  think 
that  the  conference  has  been  very  good.  It  has  been  very 
well  run.  The  format  is  very  good. 

I  am  disappointed  I  have  not  heard  anybody 
address  this  very  specific  and  important  question. 

SECRETARY  DENT:  Yes,  Mrs.  Peterson. 

MRS.  PETERSON:  Thank  you,  Mr.  Smith  because  it  is 
one  of  the  ideas  that  many  consumer  groups  especially  are 
feeling  very  strongly  about  —  the  anti-competitive  feeling. 

The  other  thing  that  I  just  wanted  to  raise  briefly 
since  it  was  mentioned  today  is  running  through  all  of  our 
discussions  is  the  need  of  telling  people  and  understanding 
and  developing  the  communication.  In  this  area,  I  would  like 
to  say  that  I  think  it  is  important  for  us  to  look  positively 
at  this  consumer  advocacy  bill  which  I  feel  it  was  mentioned 
today,  which  would  really  help  to  set  up  a  dialogue  in  a 
orderly  procedure  to  help  us  get  out  of  our  boxes  and  get 
talking  with  each  other  and  I  think  we  want  to  look  at  any 
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new  mechanism  that  we  can  along  that  line. 

SECRETARY  DENT:  Thank  you. 

Mr.  Sarnoff. 

MR.  SARNOFF:  Mike  25. 

I  think  one  of  the  answers  to  Mr.  Smith  is  not  in 
vague  charges  of  anti-competitive  action  but  to  increase  the 
supply  because  our  problem  is  shortage  of  supply.  Those 
things  will  take  care  of  themselves  if  we  get  supplies  and 
get  rid  of  the  shortages. 

SECRETARY  DENT:  Thank  you. 

MR.  KELLY:  Just  a  brief  footnote  to  Senator  Nunn's 
recent  statement  on  productivity  if  I  might  return  briefly 
to  that . 


It  is  related  to  the  dialogue  theme  also. 

I  am  chairman  of  the  Governmental  Relations 
Committee  of  the  American  Assembly  of  the  American  Schools 
of  Business.  Just  last  week  a  group  met  in  Washington 
to  explore  the  question  as  to  how  the  nation's  business 
schools  might  match  up  with  government  and  others  in  attempting 
to  explore  some  of  these  matters  of  mutual  concern,  including 
productivity  issues  and  research  and  instruction. 

So,  what  you  are  doing  might  well  be  the  kind  of 
pattern  that  many  of  the  country's  150  accredited  business 
schools  might  look  at. 

As  perhaps  a  final  thought,  since  the  microphone 
is  on  here,  I  just  would  like  to  express  the  hope  that  the 
planners  of  this  conference  will  do  everything  possible  to 
ensure  that  this  kind  of  industry-government  dialogue 
continues.  This  was  a  note  expressed  by  Doctor  Fellner 
last  evening.  I  think  this  kind  of  exchange  involving  not 
only  industry  and  government  but  the  total  spectrum  of 
American  society,  is  potentially  very,  very  fruitful  as 
we  confront  this  important  national  problem  which  I  personally 
think  is  going  to  be  with  us  in  its  present  level  of  intensity 
for  several  years. 
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So,  I  think  our  planning  could  well  be  taken  in 
that  time  frame  and  the  effort  made  to  broaden  the  dialogue, 
broaden  the  discussion  to  get  as  many  segments  of  the 
American  society  involved  as  we  can  beyond  this  summit. 

SECRETARY  DENT:  Thank  you,  Dean. 

We  might  for  a  minute  and  a  half  each  ask  the 
Congressional  hosts  if  they  would  like  to  comment  on  what 
they  have  heard  today  and  how  the  meeting  has  done. 

SENATOR  BEALL:  Thank  you,  Mr.  Secretary. 

A  minute  and  a  half  for  a  member  of  the  U.S.  Senate 
is  hardly  time  to  say  goodbye . 

( Laughter. ) 

SECRETARY  DENT:  I  am  glad  you  got  the  message. 

SENATOR  BEALL:  I  find  this  has  been  a  very  useful 
exchange.  This  has  accomplished  its  purpose,  I  think,  in 
giving  us  some  insight  to  the  feelings  of  those  who  are 
outside  the  city  of  Washington  and  who  have  a  unique 
contribution  to  make  because  of  their  own  experiences  and 
because  they  deal  with  problems  firsthand  and  it  has  given 
us  some  new  ideas. 

Not  all  of  our  questions  have  been  answered.  I 
didn't  get  an  answer  to  my  question  about  the  taxes  but  I  have 
welcomed  this  exchange  and  I  am  sure  as  a  result  of  these 
meetings  that  are  taking  place  across  the  country  and  the 
summit  at  the  latter  part  of  the  month,  should  serve  a  most 
useful  purpose. 

SECRETARY  DENT:  Thank  you  very  much. 


Senator  Nunn. 
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SENATOR  NUNN:  Thank  you  very  much,  Mr.  Secretary. 
I  have  thoroughly  enjoyed  being  here  .  I  have  leard  an  awful 
lot . 


I  think  Mr.  Harper  summed  up  the  meeting  on  the 
four  main  areas  where  there  appeared  to  be  an  emerging  kind 
of  consensus.  I  would  say  the  real  benefits  of  the  summit 
as  a  whole  which  those  who  sponsored  this  resolution  had  in 
mind  are  not  just  substantive  answers  but  perhaps  more  im¬ 
portant  at  least  in  the  long-run  a  real  dialogue  with  the 
American  people.  If  there  is  one  area  where  we  need  this 
on  the  complexities  facing  our  country  as  well  as  the  in¬ 
ternational  wrodl  community,  it  is  in  the  area  of  the  econ¬ 
omy  .  I  hope 

I  hope  this  meeting  is  well  reported  in  the  media 
and  I  hope  the  media  will  begin  an  intensive  kind  of  effort 
to  deal  with  all  sides  of  very  complex  question  so  there 
will  become  a  growing  kind  of  dialogue.  If  we  do  that 
alone,  I  think  the  economic  problems  will  be  close  to 
becoming  solved. 

SECRETARY  DENT:  Thank  you. 

Senator  Taft. 

SENATOR  TAFT:  This  meeting  has  been  very  helpful 
and,  in  a  way,  a  little  bit  upsetting. 

I  think  I  sense  a  sense  of  crisis  among  members 
of  the  business  community  which  have  not  come  home  as  indi¬ 
vidually  as  might  have  before  this  meeting.  Hopefully, 
this  will  be  reflected  early  in  meaningful  action  in  the 
governmental  sector. 

I  would  mention  one  item  to  which  I  felt  we  did 
not  get  an  answer.  I  raised  it  without  pressing  it  and 
perhaps  I  should  have  pressed  it  more,  and  that  is  the 
control  of  credit  if  we  do  change  monetary  policy. 

SECRETARY  DENT:  Thank  you. 


Senator  Ribicoff. 
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SENATOR  RIBICOFT:  Mr1.  Secretary,  I  am  very  much 
impressed  with  this  meeting.  I  disagree  with  those  who 
say  you  have  to  involve  the  people  they  don’t  know. 

As  a  man  up  for  re-election  who  is  home  every 
weekend  talking  to  people  and  making  a  point  to  visit  the 
supermarket  to  do  the  weekly  shopping  with  my  wife,  I  can 
tell  you  there  is  a  great  deal  of  commonsense  and  intelli¬ 
gence  in  every  phase  of  American  society.  They  know  what 
it  is  all  about  and  they  understand  the  seriousness  of  in¬ 
flation  . 


I  would  hope  that,  Mr.  Secretary,  you  would  take 
home  to  the  President  and  this  Administration  the  necessity 
to  eliminate  the  idea  that  we  can  wait  until  July  4,  1976 
to  solve  the  problem  of  inflation.  This  country  can’t  wait 
and  neither  will  the  people  wait . 

I  also  reject  completely  that  we  wait  until  the 
next  session  of  Congress  to  move  upon  the  problems  that  we 
must  address  on  ths  legislative  basis.  I  would  hope  that 
after  the  27th  and  28th  of  September,  President  Ford  would 
present  to  the  Congress  of  the  United  States  a  program  for 
action  and  insist  that  the  Congress  of  the  United  States 
stay  in  session  and  pass  it. 

SECRETARY  DENT:  Thank  you  very  much,  Senator 

Ribicoff . 


Mr.  Brown  of  Michigan. 

CONGRESSMAN  BROWN:  Thank  you,  Mr.  Secretary. 

I  think  it  has  been  a  very  helpful  meeting.  We 
did  not  get  into  discussion  of  one  of  the  things  I  think 
we  should  have  discussed,  and  that  is  the  real  value  of  the 
monitoring  or  jawboning,  however  you  want  to  refer  to  it, 
proposed  for  the  wage  and  price  stabilization  council,  i’ 
have  favored  that  in  the  past.  I  am  beginning  to  wonder 
if  that  is  not  just  a  contributory  factor  to  the  extent  you 
constantly  keep  pressure  on  prices,  et  cetera,  to  keep  them 
down,  don't  just  build  up  a  head  of  steam  to  make  sure  they 
^eeP  on  going  up.  If  you  can  set  your  prices  anywhere 
and  labor  could  set  its  prices  and  the  Federal  Government 
agreed  it  could  balance  the  budget  for  the  next  three  years, 
not  touch  your  tax  structures  for  three  years,  not  impose  a 
new  regulatory  obligation  upon  you,  wouldn't  that  have  the 
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greatest  inflationary  impact  or  anything  we  could  do  in  any 
case  . 


It  has  been  a  pleasure  being  with  you. 

SECRETARY  DENT:  Thank  you. 

Hr.  Smith  of  Iowa. 

CONGRESSMAN  SMITH:  I  want  to  say  this  has  been 
a  very  useful  meeting.  I  do  feel  that  every  group  in  the 
economy  still  wants  other  groups  to  do  more  than  they  have 
to,  and  I  don’t  think  this  is  any  exception.  However,  I 
do  detect  also  a  willingness  in  all  groups,  including  this 
group--and  I  hope  it  is  true  —  to  do  their  fair  share  if  some 
kind  of  a  rational,  reasonable,  balanced  program  is  adopted. 
I  believe  that  is  the  case  and  I  want  to  compliment  you, 

Mr.  Secretary,  on  the  handling  of  the  meeting. 

SECRETARY  DENT:  Thank  you,  Mr.  Smith. 

Mr.  Conable  of  New  York. 

CONGRESSMAN  CONABLE:  Everything  points  toward 
complexity  as  I  look  toward  the  results  of  this  meeting. 
Infltion  can  be  simple  but  obviously  this  one  is  not. 

I  can  see  four  easily  identifiable  types  of  inflation: 
first,  the  classical  demand  and  supply  situation  where 
we  have  put  too  much  on  the  demand  side  and  not  enough 
on  the  supply  side,  quite  probably. 

Secondly,  the  negotiated  and  administered  type 
of  inflation  where  you  can  have  cost/push  as  a  result  of 
labor  power  that  goes  beyond  productivity  or  as  a  result 
of  administered  prices  where  the  market  is  imperfect. 

A  third  element  of  inflation  here  is  imported 
inf lat ion--what  happens  when  cartels  put  up  the  price  of 
raw  materials.  We  are  going  to  have  to  deal  with  that, 
and  I  think  it  is  going  to  be  very  difficult. 

Of  course,  the  fourth  is  mandated  inflation 
where  government  performs  uneconomic  but  desirable 
services  for  the  people  which  carry  with  them  economic 
costs  which  freequently  are  imperfectly  considered  in  the 
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course  of  the  legislative  process. 


All  these  are  elements.  We  are  going  to  have 
to  look. at  them  all  and  ascribe  to  them  some  role,  some 
corrective  action  which  perhaps  will  help  us  improve 
a  situation  which  obviously  is  going  to  be  very  difficult 
to  deal  with  in  any  short,  easy  or  comfortable  way. 

Than,  you  very  distinguished  members  of  the 
business  community  for  coming  here  and  advising  us  today. 

SECRETARY  DENT:  Hr.  Moorehead. 


CONGRESSMAN  MOOREHEAD: 


Thank  you,  Mr.  Secretary, 


.  ^  ^  71115  meetinS  gives  me  a  great  deal  of  optimism 

for  the  future.  If  an  array  of  talent  of  you  ladies  and 
gentlemen  would  take  the  time  for  your  private  concerns 
which  have  to  be  your  primary  concerns  to  come  and  share 
the  benefit  of  your  experience  and  wisdom  with  us,  I  think 
we  can  find  a  solution,  and  I  think  that  all  of  you  are  to 
be  greatly  thanked  by  the  congressional  delegation. 

My  second  point  is  I  have  been  in  the  Congress  a 
number  of  years  and  have  heard  chairmen  preside  over  the 
u  1  House  of  Representatives  and  committees  and  subcom¬ 
mittees,  but  I  have  never  seen  a  job  of  presiding  done 
more  efficiently,  fairly  and  effectively  than  was  done 
by  the  Secretary  of  Commerce,  and  I  think  all  of  us  owe 
him  a  round  of  applause . 

[Applause . ] 


SECRETARY  DENT:  Thank  you  very  much. 

.  1  do  want  to  express  deepest  appreciation  to  our 
congressional  co-hosts  and  to  each  participant.  Everyone 
has  made  a  substantial,  very  beneficial  contribution  to  this 
meeting  We  will  carry  it  forward  and  look  forward  to  seein 
you  m  Washington  at  the  summit  on  September  27th  and  28th. 

Thank  you  all  so  much. 

[The 

conferenc 


e  was  adjourned  at  4:28  p .m.  ] 


FOR  IMMEDIATE  RELEASE 
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THURSDAY,  SEPTEMBER  19,  197» 
UNITED  STATES  DEPARTMENT  OF  COMMERCE 


BUSINESS  AND  MANUFACTURING  CONFERENCE  ON  INFLATION 

DETROIT,  MICHIGAN 


Q.  .  ,  secretARY  DENT:  Ladies  and  gentlemen,  the  United 

States  has  a  strong  and  great  economy.  Today,  that  economy 
is  in  trcmhle. ^  It  is  our  purpose  in  this  meeting  to  find 
out  why  it  is  in  trouble  and  what  we  can  do  about  it. 

We  are  interested  in  original  ideas  . 

We  are  interested  in  the  wisdom  of  the  time-tested 


We  are  interested  in  any  ideas  which  will  promote 
Dobs  and  profits,  the  key  ingredients  of  American  prosperity 

Inflation  is  creating  phantom  profits  and  pay 
increases  that  buy  less . 

.  The  essential  ingredient  in  any  successful  attack 

on  inflation  is  that  the  people  and  the  government  be  on  the 
same  wave  length.  Thus,  we  seek  to  stimulate  public  parti¬ 
cipation  m  the  development  and  support  of  a  battle  nlan 
against  inflation. 

It  logical  that  a  conference  of  business  and 
industry  should  be  held  in  a  great  industrial  state  such  as 
Michigan  and  in  a  city  whose  name  is  synonymous  with  the 
industrial  might  of  America  —  Detroit. 

1  extend  a  welcome  on  behalf  of  President  Ford  and 

in!^pHg?eSS,Kthe  CO-hosts  of  this  meting,  to  the  delegates 
nvited  from  business  and  industry  and  to  members  of  the 

public  and  press  who  are  here  with  us  today.  Those  from  the 
public  who  desire  to  participate  are  invited  to  submit 
written  presentations  which  will  be  part  of  the  permanent 
public  record  and  considered  for  the  Washington  Summit 
September  27  and  28. 
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At  this  time ,  I  would  like  to  introduce  Congressman 
Barber  Conab le  of  New  York,  who  will  extend  a  greeting  on 
behalf  of  his  congressional  colleagues. 

MR.  CONABLE:  Thank  you,  Mr.  Secretary. 

I  am  sorry  that  Mrs.  Griffiths  is  not  here,  she  is 
a  very  distinguished  member  of  the  House  from  Detroit  and  was 
supposed  to  make  these  remarks  in  greeing  that  I  am  now  going 
to  try  to  make. 

I  would  like  to  thank  the  very  distinguished  members 
from  the  business  and  labor  community  who  are  here  this 
morning.  I  know  there  is  a  certain  cynicism  about  government 
at  this  point  and  that  many  of  you  have  come  in  the  hope  that 
you  can  be  constructive  with  the  sad  feeling  that  perhaps 
this  may  be  window-dressing  —  I  want  to  assure  you  that  it 
is  not.  Not  only  the  Members  of  the  Congress  present  here, 
but  everyone  in  the  government  is  deadly  serious  about  the 
great  need  to  get  this  desperate  economic  condition  under 
control  in  some  way,  and  we  know  that  while  decisions  can 
be  made  by  three  or  four  people  sitting  in  a  room  somewhere 
at  this  stage,  public  support  and  public  understanding  must 
be  solicited  and  marshalled  if  we  are  going  to  have  any 
effect . 


Those  of  you  who  are  out  in  the  trenches  know  it 
great  deal  more  about  this  and  know  the  instinctively  much 
more  practically  than  we  in  government.  We  have  got  to 
approach  it  from  a  partnership  point  of  view.  If  you  feel 
that  your  attendance  here  this  morning  is  academic,  I  chal¬ 
lenge  you  to  come  up  with  some  good  ideas  or  to  restate  the 
conventional  wisdom  and  ways  that  we  can  take  hold  of  it  and 
implement  it,  and  you  will  see. 

Secretary  Dent  has  already  held  one  of  these 
meetings  in  Pittsburgh  and  it  was  a  very  successful  meeting, 
the  spirit  that  actuated  it  was  one  of  extremely  constructive 
effort  on  all  parts  and  I  know  that  you  will  give  him  the 
cooperation  that  the  business  and  labor  leaders  did  in 
Pittsburgh. 

I  know  also  that  he  has  a  very  tight  schedule  to 
follow  here  today  and  that  there  are  a  great  many  people  who 


remarks . 
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must  participate  so  I  thank  you  with  these  few  brief 
SECRETARY  DENT:  Thank  you,  Barber. 

o  k  T^8  nS^t  order  of  business  is  a  presentation  on  the 

economy  by  Dr.  William  Fellner,  member  of  the  Council  of 
Economic  Advisors . 
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MR.  FELLNER:  Mr.  Secretary,  distinguished  Members 
of  Congress,  distinguished  delegates,  I  will  give  you  a  very 
brief  presentation  of  how  the  outlook  is  appraised  by  the 
Council  of  Economic  Advisors  at  the  present  time. 

We  feel  convinced  we  have  to  go  through  an 
uncomfortable  period  of  adjustment  to  get  back  to  normalcy 
but  nothing  one  would  call  a  crisis  is  in  the  offing  un¬ 
less  serious  mistakes  are  made  which  it  is  quite  possible 
to  avoid.  Contacts  with  persons  of  experience  and  judge¬ 
ment  in  various  occupations  are  essential  to  make  sure 
that  such  mistakes  are  indeed  avoided  and  that  all  useful 
ideas  get  a  hearing.  The  present  conference  and  others 
like  it  are  intended  to  serve  this  important  purpose. 


We  all  recognize  that  tensions  in  the  credit 
markets  of  the  world  belong  among  the  troublesome  features 
of  the  present  situation.  A  tighter  fiscal  policy  than 
that  which  we  have  had  can  make  a  considerable  contribution 
to  easing  credit  in  our  own  markets  and  the  Administration 
is  determined  to  make  a  strong  effort  in  that  direction. 

As  concerns  the  outlook  for  the  immediate  future, 
we  expect  little  change  in  the  real  output  during  the 
remainder  of  the  year  and  early  in  1975. 

Also,  partly  as  a  result  of  less  favorable  crop 
prospects  than  had  been  hoped  for,  we  expect  that  the 
reduction  of  the  rate  of  general  price  increase  will  be 
slow.  But  given  the  necessary  restraint  in  shaping  our 
monetary  and  fiscal  policies,  the  inflation  rate  should 
start  decelerating  appreciably  once  the  raw-material  price 
increases  have  worked  their  way  through  the  price  structure. 
This  will  in  fact  be  so  unless  in  the  meantime  the  money 
wage  trend  should  accelerate  in  such  a  way  as  to  block  the 
restoration  of  healthy  real  wage  trends  through  a  sufficient 
reduction  of  the  rate  of  price  increase.  It  is  in  the 
common  interest  of  all  elements  in  the  population  to  avoid 
such  a  self-defeating  money  wage  and  price  escalation.  All 
responsible  decision  makers  are  fully  aware  of  this. 

Finding  the  proper  cure  requires  the  correct 
diagnosis.  The  present  situation  has  developed  because 
here  as  well  as  in  the  countries  abroad  policy-makers  were 
under  great  pressure  to  accommodate  developments  which 
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brought  inflationary  gains  in  the  shortrun  but  were  very 
costly  in  the  somewhat  longer  run.  This  is  how  it  happened 
everywhere,  though  the  specific  forms  of  manifestation  of 
the  process  were  different  in  the  various  countries. 


For  a  while  it  seemed  to  work  because  the  public 
underestimated  the  inflation  rate,  and  under  the  influence 
of  steeply  rising  money  incomes  it  has  entered  into 
commitments  in  the  expectation  of  more  real  income  than 
was  available.  The  "real"  equivalents  of  high  money  incomes 
have  turned  out  to  be  less  than  had  been  expected. 


This  has  been  true  particularly  during  the  past 
tew  years  when  so  many  countries,  including  the  United  States 
suffered  a  deterioration  of  their  terms  of  trade  with  the 
rest  of  the  world  and  when,  in  addition,  the  nonfarm  sector's 
terms  of  trade  with  the  farm  sector  were  worsening.  No 
appraisal  of  our  recent  wage  or  profit  trends  makes  sense 
unless  we  correct  for  inflation  and  if  we  do  so  we  find 
that  both  the  wage  and  the  profit  trends  have  been  distinctly 
xsappointing  for  the  typical  wage-earner,  on  the  one  hand, 
and  the  typical  employer  on  the  other. 


Mr.  Secretary ,  in  an  informal  discussion  as  you 
may  remember  the  question  came  up  how  some  figures,  which 
I  gave  without  going  into  details,  compare  with  some  figures 

w®re  Published  by  other  agencies  and  perhaps  I  will 
add  a  few  sentences  to  this. 


The  data  can  be  reconstructed  on  wages  with 
great  ease.  Real  wage  trends  have  been  relatively  weak  for 
a  number  of  years  as  compared  to  past  experience,  and  the 
very  exceptional  situation  that  real  wages  actually  declined 
occurred  during  the  past  year.  Profit  data  needs  to  be 
examined  somewhat  more  closely  to  arrive  at  some  acceptable 
conclusions,  some  realistic  conclusion  on  this,  and  various 
figures  are  around  on  that. 

I  checked  on  this  between  last  night  and  now 
because  some  numerical  questions  came  up.  I  think  there  is 
no  contradiction  between  what  other  agencies  said  and  what 
I  suggested  yesterday.  But  let  me  say  if  you  compare  1965 
with  1973  and  you  eliminate  the  book  profits  which  developed 
through  inventory  revaluation  and  those  which  developed  as 
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a  result  of  the  difference  between  historical  cost  depreciation 
and  replacement  cost  depreciation,  which  for  a  non-shrinking 
enterprise  are  unrealized  capital  gains  of  an  inflationary 
period.  Then  you  observe  a  steep  downtrend. 

If  you  eliminate  those  two  and  look  at  profits 
after  taxes  and  compare  1973  with  1965,  you  get  a  reduction 
of  about  15  percent  provided  you  use  the  method  which  gives 
you  the  smallest  reduction,  one  of  four  or  five  methods 
which  you  can  use,  and  this  is  nominal  profits,  not  corrected 
for  price  change  and  not  adjusted  for  the  fact  that  a  much 
larger  capital  stock  was  at  work  in  1973. 

Now,  if  you  also  adjust  for  price  changes  then, 
of  course,  you  get  a  larger  decline.  If  you  make  none  of 
those  ad j us tements ,  profits  have  risen  substantially,  perhaps 
about  45  percent.  They  have  risen  much  less  if  you  do  make 
the  adjustment  for  inventory  revaluation  but  not  for  the 
difference  between  historical  costs  and  replacement  costs. 

I  don't  think  there  is  any  contradiction  between 
these  data  and  those  you  may  have  seen  published  elsewhere 
and  of  which  I  am  aware. 

So,  real  wage  trends  and  profit  trends  have  been 
quite  disappointing  for  the  wage-earners  and  the  employers 
respectively . 

I  want  to  refer  once  more  to  the  May  1974  issue 
of  the  Survey  of  Current  Business.  Those  figures  need  to  be 
updated  which  I  think  is  very  easy  to  do  if  you  ask  for  the 
data  from  the  Department  of  Commerce. 

The  upshot  of  the  matter  is  that  the  inflation  rate 
was  underestimated,  that  commitments  were  entered  into  in 
the  expectation  of  better  real  incomes  than  were  available 
and  that  this  is  obviously  a  process  that  cannot  be  continued 
forever.  People  wake  up  to  what  is  happening.  We  have  to 
have  this  period  of  adjustment.  The  process  has  lasted  for 
some  time.  It  won't  be  a  very  rapid  deceleration  either  but 
it  needs  to  be  accomplished. 
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During  this  inevitable  period  of  adjustment  we 
shall  have  our  trouble  spots.  We  must,  of  course,  find 
means  for  not  letting  matters  get  out  of  hand  while  we  are 
moving  toward  a  condition  in  which  we  shall  again  have  high 
employment,  good  growth  rates  and  an  acceptable  behavior 
of  the  price  level. 


But >  responsible  policies  must  take  account  not 
only  of  what  is  going  to  happen  tomorrow  but  also  of  the  after- 
math.  It  is  imperative  to  avoid  measures  that  would  appear 
to  reduce  difficulties  for  a  short  while  but  would  face  us 
with  even  greater  difficulties  subsequently.  This  is  the 
mam  lesson  to  be  learned  from  the  recent  experience  in  the 
United  States  and  also  in  other  countries. 


We  must  take  care  of  our  trouble  spots  as  well 
as  we  can  but  without  thereby  making  it  impossible  to  get 
an  appreciable  deceleration  of  the  price  increases  within 
a  reasonable  period  even  if  not  immediately. 

Thank  you  very  much,  Mr.  Secretary. 
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SECRETARY  DENT:  Thank  you,  Dr.  Fellner. 


Our  next  presentation  is  by  an  Associate 
Director,  Office  of  Management  and  Budget,  who  will  outline 
for  us  the  federal  budget.  Mr.  Walter  Scott. 

MR.  SCOTT:  Thank  you,  Mr.  Secretary.  Obviously 
any  program  to  deal  with  inflation,  one  of  the  key  elements 
is  clearly  the  budget  policy.  This  is  one  of  the  principal 
policy  tools  that  the  President  and  the  Congress  have  to 
work  with  and  a  tool  which  has  received  obviously  con¬ 
siderable  viewing  broadly  as  one  of  the  elements  that  must 
be  brought  into  better  control  if  in  fact  we  are  to  deal  with 
the  factors  causing  inflation. 

I  will  try  to  quickly  take  you  through  some  of  the 
elements  of  the  expenditure  side  of  the  budget  in  an  effort 
to  try  to  give  you  a  better  understanding  of  where  we  are 
in  the  budget,  a  little  bit  what  has  happened  to  get  us  there 
and  some  of  the  practical  and  political  problems  that  are 
alive  in  our  efforts  to  in  fact  cut  back  a  level  of 
expenditures . 

I  believe  there  have  been  distributed  to  each  of  you 
a  series  of  six  charts  which  I  would  like  to  go  through  with 
you  with  a  few  brief  charts  if  you  will  pull  those  out. 

The  first  chart  shows  the  federal  budget  outlays 
from  1961  to  1975  in  current  and  constant  1975  dollars.  We 
have  used  constant  1975  dollars  in  order  that  we  are  talking 
in  terms  of  the  $300  billion  and  through  $300  billion  levels 
of  the  budget  that  we  are  dealing  with  today. 

As  you  can  see  from  this  chart,  federal  outlays  and 
current  dollars  have  tripled  over  the  past  decade  and  a  half. 
In  the  first  150  years  of  our  country  we  spent  $100  billion; 
in  1961  we  spent  $100  billion,  part  of  the  federal  government. 

Now,  15  years  later  the  figure  will  be  approximately 
$300  billion.  The  growth  in  federal  outlays  look  quite 
different  when  you  consider  the  impact  of  rising  prices. 

In  constant  1975  dollars,  federal  outlays  rose  by  50  percent 
from  1961  to  1968  and  have  remained  relatively  constant  since 
that  time. 
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Now,  let's  move  on  to  the  next  chart  which  lays  out 
federal  outlays  as  a  percent  of  GNP .  Over  the  15-year  period 
federal  outlays  as  a  percentage  of  GNP  have  raised  from  15.1 
percent  to  21.6  percent.  Again,  the  guns  and  butter  year  of 
1968  marked  the  high  period  of  when  we  were  getting  in  close 
to  22  percent. 


While  the  proportion  of  GNP  the  government  spends 
declined  somewhat  since  1968,  it  has  not  gone  back  to  the 
levels  of  the  early  1960 's.  If  the  efforts  to  cut  the 

budget  this  year  are  successful,  that  increase  in  the  1975 
side  could  be  flattened  out . 

.  .  ,  Let’s  move  on  to  the  next  chart,  if  you  will  Thiq 

chart  shows  the  composition  of  federal  outlays  over  this 

u^Yr^  es  £  the  rSlativ^  constant 

have8  taLTplIce  in  spending"**  SUb‘tant1*1  *»"«••  that 

OVT_  Essentially  the  rundown  and  reduction  in  defense 

expenditures  as  a  result  of  the  disengagement  in  Viet  Nam 

nhr^;?  ^r/hich  have  pennitted  us  to 

to  individuals^as^well 


than  ■  g6t  level  of  deficit  spending  is  lower 

han  at  any  time  since  before  the  Korean  build-up,  from  46 

percent  of  the  budget  in  1961  to  29  percent  in  1975  Mili 
an<1  Unif0rm  haS  b6en  redUCed  fr°m  the ’high  of 

iciest  ratrsinc"  JsSO  “  ^  ^  ^  "illi0"  1979  ’ 


Payments  to  individuals  are  now  the  largest  cate- 
the  budget,  having  increased  from  27  percfnt  in  1961 
V*  ?°*4  Peronet  tn  1975.  In  constant  prices,  payments  to 
ndividuals  are  nearly  triple  what  they  were  in  1961. 

Real  federal  grants  to  state  and  local  governments 
rose  almost  300  percent  from  1961  to  1973  and  since  1973 
have  remained  relatively  constant. 

Real  outlays  for  interest  and  other  non-deficit 
rose  44  percent  between  1961  and  1968  and  since  then  they  have 
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declined  steadily  and  are  now  below  the  1961  levels.  This  re¬ 
flects  decreases  in  spending  for  the  space  in  foreign  aid 
increases  in  the  same  of  offshore  oil  lands  which  are  called 
in  the  federal  jargon,  a  negative  expenditure  in  order  to 
confuse  the  innocent  perhaps  and  also  a  further  factor  in 
terms  of  this  figure  going  down  somewhat  has  been  the 
removal  of  a  number  of  agencies  from  the  budget  totals  . 
Obviously  an  offsetting  factor  has  been  the  increase  in 
interest  expenses  which  have  taken  place  during  this  period. 

Now,  let’s  move  further  into  the  composition  of  the 
budget.  The  next  chart,  an  understanding  of  what  must  be 
done  if  we  are  in  fact  to  be  successful  in  balancing  the 
budget  in  1976  and  moving  through  the  $300  billion  figure 
for  fiscal  1975.  I  hope  this  will  give  you  an  idea  of  the 
kind  of  budget  momentem  we  are  dealing  with. 

The  small  cuts  today  can  result  in  substantial  reduc¬ 
tions  in  expenditures  in  the  years  ahead.  The  commitments 
we  are  honoring  today  are  commitments  we  have  made  in 
previous  years. 

This  is  the  budget  and  it  is  a  somewhat  unusual 
way  to  look  at  it,  but  it  may  characterize  the  program  to 
some  extent  and  give  you  an  idea  of  the  problems  we  are  going 
to  be  confronting  in  Washington  as  we  attempt  to  come  to 
grips  with  this  difficult  problem. 

Under  mandatory  spending,  the  first  category  is 
contractual  obligations.  These  represent,  as  you  can  see, 
about  a  quarter  of  the  budget.  This  includes  interest  on  the 
federal  debt  as  well  as  a  variety  of  contractual  obligations 
which  havE  been  entered  into  in  previous  years . 

If  in  fact  we  are  to  reduce  any  of  these,  we  would 
have  to  either  reneg  on  contracts,  we  would  have  to  ask  for 
unilateral  reopening  of  contracts  and  essentially  the  costs 
of  doing  any  of  these  things  would  obviously  be  very  sub¬ 
stantial  and  in  fact  quite  possibly  hurt  the  government's 
credit  so  this  is  a  particularly  difficult  area  to  deal  with. 

The  next  major  category  here  is  Entitlement  Programs 
which  are  close  to  half  of  the  budget.  These  include  largely 
benefits  programs  to  individuals  such  as  Social  Security, 
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Medicare,  Medicaid,  general  revenue  sharing  programs  of  that 
kind.  Essentially  they  are  set  any  person  or  government 
instrumentality  that  qualifies  under  the  law  as  it  is 

established  and  presents  itself  in  filling  out  the  proper  forms 
receiving  this  payment. 


.  Th?  levels  of  payment  as  well  as  the  entitlements 
are  set  in  line.  Therefore,  any  changes  to  reduce  this  figure 
must  be  the  result  of  newly  enacted  or  modified  laws . 

As  you  can  see,  these  two  very  difficult  areas  to 
come  to  grips  with  total  about  70  perceht  of  the  budget 
which  is  relatively  uncontrollable  under  existing  laws 
contractual  obligations. 


...  1716  remaining  30  percent,  we  have  more  flexibility 

with.  As  you  can  see,  of  the  remaining  30  percent  or 
$90-odd  million,  about  60  percent  is  in  defense  outlays. 

Most  of  these  are  in  personnel  costs.  Any  substantial 
change  within  those  figures  would  in  fact  result  in  basic 
changes  in  our  troop  structure  abroad. 


As  most  of  you  are  aware,  Congress  has  in  fact  come 
OU  ,  °f  conference  nwo  with  defense  approapriations  which  will 
reduce . this  figure  by  about  $1.7  to  $1.8  billion.  The 
authorization  as  I  re all  was  reduced  $4-1/2  billion  but  this 
will  translate  into  expenditures  this  year  of  about  $1.7  to 
$1.8  billion. 


The  moving  on  to  the  non-defense  area  where  we 
ave  about  $35  billion  available  where  we  have  wide  discre¬ 
tion  in  terms  of  the  cutting  of  these  figures,  most  of 

is  also  as  you  can  see  is  in  personnel  costs.  As  you  may 
be  aware,  we  have  just  initiated  a  cutback  in  federal  per¬ 
sonnel  by  $40,000  which  will  save  us  $300  million  this  year. 

Also>  it  may  be  worth  mentioning  that  the  size  of 
the  federal  government  establishment  on  the  civillian  side 
now  is  approximately  the  same  level  as  it  was  in  the  late 
1940's. .  Just  because  it  may  be  of  interest  to  you  on  the 
other  side,  the  employment  in  state  and  local  governments 
during  this  same  period  has  moved  from  approximately  3  mil¬ 
lion  people  up  to  something  over  11  million  people  so  that  as 
you  can  see  there  has  been  a  considerable  shifting  in  terms 
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of  the  services  being  performed  within  our  country  from  the 
federal  to  the  state  and  local  establishments . 

The  growth  in  the  federal  government  has  not  been 
in  the  performance  of  services  but  more  in  the  form  of 
transfer  payments  as  you  can  see  from  those  earlier  charts . 

The  final  item  here  on  this  chart  as  I  say  is  the 
negative  outlays,  the  offsets  which  are  included  here  which 
are  included  here  which  include  the  sales  of  offshore  oil 
lands  as  well  as  employer  contributions  and  employee 
retirement  trusts  and  so  on. 

Now,  to  move  on  to  the  next  chart,  most  of  the 
cuts  for  1975  and  1976  essentially  have  to  come  in  two  areas 
or  the  easiest  or  the  biggest  pieces  are  in  two  areas. 

First,  lets  talk  about  the  entitlement  programs. 
Let's  taiv  ^bout  discretionary  non-defense  outlays  first. 


231 


included  ,• 1 Y  YfY6  Principal  programs  which  were 

inthe  15.1  figure  over  which  we  have  relatively 
wide  discretion.  As  you  can  see  in  these  discretionary 

programs  have  related  to  health  and  welfare  items  of 
this  kind. 


Also,  we  have  programs  such  as  atomic  enercrv 
Y  related  to  the  project  independence,  the  federal 
aid  to  highways  to  give  you  an  idea  of  how  these  figures 

lnmth  ^  federal  aid  highway  Program  this  year 

b^dget  ls  $4-6  billion  in  authorization.  Of 
that  v 4. 6  billion,  if  we  cut  it  to  zero  this  year  it 
would  save  us  $700  million  because  in  fact  the  program 
as  you  know  would  actually  outlay  over  a  number  of  years 
five  or  six  years  as  the  actual  construction  would  take 


.  Hopefully ,  this  gives  you  a  little  idea  that 
there  is  not  even  within  this  515  figure  -  it  is  going 
to  be  a  very,  very  painful  effort  to  come  to  grips  with 


The  second  area  we  have  to  look  at  relates  to 

pr^rn^ 

sinr£vP:  pa°£S  YbeYYY- 

irds  of  these  payments  arepaid  to  individuals  for 
retirements  or  for  medicare.  Obviously,  these  are  the 
people  hurt  most  by  inflation  and  it  gives  us  great 
pause  as  we  come  to  grips  looking  at  these  programs. 

I  hope  this  brief  overview  gives  you  a  little 

°!.whatttle  budget  is  about  and  a  perspective  on 
the  difficulties  we  are  facing  as  we  try  to  *al  with 
coming  up  with  substantial  cuts  in  it!7  ^ Is  go!ng  to 
require  inordinate  discipline  on  the  part  of  the 

f?d  Legislative  Branches  to  come  in  with 
ubs tantially  reduced  expenditures.  it  is  going  to 

require  the  support  of  the  public  as  well  as  business 

in  °flct  ^  °thfr  factors  in  our  economy  if  we  are 
effort  9  6  SUCCeSsful  bnbbis  very  important 


Thank  you,  Mr.  Secretary. 
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SECRETARY  DENT:  Thank  you,  Mr.  Scott. 

As  you  know,  the  purpose  of  our  meeting  today 
is  for  the  government  to  Eceive  the  suggestions  of  the 
private  sector.  I  would  like  to  be  sure  all  of  you  are 
aware  of  your  hosts  and  would  like  to  introduce  at  the 
far  end  of  this  table,  Congressman  William  Ford  of 
Michigan.  To  his  left.  Congressman  Lucien  Nedzi  of 
Michigan.  To  my  right.  Congresswoman  Martha  Griffiths 
of  Michigan.  To  my  left,  you  have  met  Barber  Conable. 
On  his  left.  Representative  Gary  Brown  of  Michigan. 

On  his  left.  Congressman  Ben  Blackburn  of  Atlanta, 

Georgia.  On  the  far  left.  Congressman  Schuster  of 
Pennsylvania,  who,  incidentally,  left  business  having 
previously  earned  a  Ph.D  in  economics  to  join  the 

Congress . 


From  the  Executive  Branch  next  to  Dr.  Fellner, 

Mr.  William  Seidman,  the  Executive  Director  of  the 
Conference  on  Inflation.  To  my  right,  Mr.  Tom  Kauper, 

Deputy  Attorney  General  of  the  United  States,  Dr.  Russell 
Peterson,  Chairman  of  the  Council  of  Environmental  Quality. 

At  this  time,  we  would  like  to  move  into  our 
program.  We  would  now  call  on  Mr.  stan  Smith  for  the 
first  presentation. 

MR.  SMITH:  Inflation  is  often  defined  as  too 
many  dollars  chasing  - 

SECRETARY  DENT:  I  think  it  would  be  useful  if 
you  mentioned  your  company  also. 

MR.  SMITH:  International  Paper. 

Inflation  is  often  defined  as  too  many  dollars 
chasing  after  too  few  goods.  It  is  therefore  vital  that 
we  look  at  both  sides  of  the  equation.  We  recognize  the 
need  for  both  monetary  and  fiscal  restraint  but  we  endorse 
the  call  for  a  different  mix,  some  moderation  of  the  tight 
money  policy  lest  we  precipitate  a  liquidity  crisis,  coupled 

with  an  increase  in  fiscal  restraint. 
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High  interest  rates  particularly  impact  housing 
andthe  capital  intensive  and  regulated  industries,  the 

very  groups  that  need  economic  encouragement .  However, 

I  wish  to  put  major  emphasis  on  the  need  for  increasing 
productive  capacity  in  order  to  overcome  the  too  few 

goods  element  in  the  inflation  equation. 

Such  an  approach  may  appear  as  a  longer  term 
solution,  but  its  impact  is  so  certain  that  it  may  well 
uring  about  a  cure  faster  than  most  palliatives  being 
prescribed. 

ihere  are  three  basic  causes  of  most  shortages 
in  the  economy:  1)  inadequate  profit  levels  over  many 
years  have  slowed  capacity  expansions  in  the  basic 
commodities;  2)  price  controls  virtually  stopped  all 
expansion  because  they  did  not  permit  the  return  on 
investment  needed  to  justify  new  capacity;  3)  tax 
approaches  have  rot  recognized  the  depreciation  levels 
required  to  cope  with  the  inflated  construction  costs. 

Such  tax  approaches  add  to  inflation,  both  because  they 
reduce  investment  in  new  capacity  and  because  whatever 
investment  is  made  must  be  made  from  retained  earnings 
and  thus  reflected  in  the  price  structure. 

What  needs  to  he  done  to  promote  capital 
investment?  Most  important  is  an  attitudinal  change 
regarding  profits.  We  must  recognize  that  the  higher 
the  profits  the  higher  the  possible  levels  of  our 
investment.  The  more  investment,  the  more  jobs  and 
the  more  capacity  to  overcome the  shortages  that  feed 
inflation. 


Next  we  need  to  be  sure  that  we  do  not  again 
embark  on  the  noble  experiment  of  wage  and  price 

controls.  Far  from  solving  the  problems  of  inflation, 
controls  fueled  it  by  widening  the  gap  between  supply 
and  demand. 


Additionally,  we  need  to  be  vigilant  to  be 

sure  that  the  new  monitoring  agency  does  not  accrue 
mandatory  powers . 
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Third,  we  need  to  enact  tax  policies  which  will 
stimulate  capital  investment  andtherefore  increase  both 

jobs  and  the  supply  of  goods.  Such  approaches  as 
accelerated  depreciation,  increased  investment  tax  credit 
expensing  of  safety  and  pollution  control  equipment  and 
reduction  inthe  capital  gains  tax  to  improve  the  equity 
market  should  all  have  priority  consideration.  These 
proposals  are  grounded  in  the  fundamental  that  investment 

in  productivity  and  new  capacity  is  the  surest  inflation 
remedy . 


Thank  you. 

SECRETARY  DENT:  Thank  you  very  much,  Mr.  Smith 
You  have  gotten  us  off  to  a  good  start. 

I  now  call  on  Mr.  Norman  Scott. 

MR.  SCOTT:  American  President  Lines. 

The  general  cargo  ocean  transportation  or  liner 
business  is  unlike  most  of  all  others  represented  here 
this  morning  —  a  service  industry.  In  spite  of  the 
excessive  inf lation  typified  by  a  fourfold  increase  in 
the  price  we  pay  for  fuel  oil,  the  industry  enjoys  a 
high  degree  of  profitability  in  mid-1974. 

These  operations  are  expressed  in  terms  of 
nominal,  however,  not  real  profits.  As  Dr.  Fellner 
pointed  out,  they  are  deceptive.  We  are  operating 
ships  today,  for  example,  whose  replacement  costs  are 
double  the  value  for  which  they  are  recorded  in  our 
books.  In  effect,  we  are  supplying  services  based  on 

partially  uninflated  costs.  We  feel  this  highlights 
the  need  for  greater  productivity  in  the  ocean 
transportation  industry. 

Specifically,  we  feel  that  there  is  a  need 
to  recognize  the  encouragement  of  capital  formation 

by  recognizing  the  rapid  increase  in  the  cost  of  the 
hardware  we  need  to  provide  our  system  --  ships, 
containers,  shore  facilities. 
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These  aids  can  be  provided  both  through  the 
form  of  tax  incentives  and  also  through  the  recognition 

of  the  extremely  higher  replacement  costs  for  the  various 
elements  employed  in  transportation  systems. 

The  government  regulation  to vhich  our  industry 
is  subjected  should continue  to  encourage  greater  productivity. 
We  feel  that  there  must  be,  for  example,  a  reasonable  approach 

in  the  maintenance  of  high  environmental  standards  and 
similarly  in  the  field  of  safety. 

Finally ,  there  is  available  to  the  transportation 
business  a  number  of  means  of  encouraging  greater  productivity 
through  arrangements  between  members  of  different  companies 
and  operators  of  ships  even  of  deflation.  This  industry  is 
regulated,  as  perhaps  you  know,  by  the  Federal  Maritime 
Commission  and  this  agency  does  have  the  means  to  facilitate 
that  type  of  improved  productivity. 

The  industry  believes  very  firmly  in  the  need  for 
a  balanced  budget.  We  also  endorse  a  relaxation  in  the 
tight  monetary  controls  which  ve  have  experienced  in  the 
recent  past. 

Thank  you,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you,  Mr.  Scott. 
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SECRETARY  DENT:  Thank  you,  Mr.  Scott. 

We  call  on  Mr.  Stamper. 

MR.  STAMPER:  Mr.  name  is  Malcolm  Stamper.  I  am 
from  the  Boeing  Company. 

We  view  the  problems  we  face  as  profound  and 
complex  —  not  subject  to  short  term  fixes.  We  feel  there 
is  a  need  to  guard  against  the  temptation  to  oversimplify 
and  accept  expedient  and  political  solutions. 

As  an  example  of  oversimplification  let's  take 
the  case  of  exim  bank  financing  of  exports.  Those  who 
oppose  it,  claim  it  swells  profits  of  multinational  companies 
at  the  expense  of  American  jobs.  I  won't  attempt  to  speak 
to  the  multinational's  position  on  this  because  in  our  case 
we  are  a  domestic  company  —  but  the  impact  on  our  company 
and  community  is  clear. 

Not  long  ago  they  were  talking  about  turning  the 
lights  out  in  Seattle.  We  had  over  12  percent  unemployed. 

Now  it  has  improved  to  a  still  high  eight  percent.  A 
major  part  of  that  improvement  is  the  result  of  increased  sales 
of  our  commercial  aircraft  overseas.  These  sales  have  not 
only  created  countless  highly  skilled  American  jobs  for  us, 
but  also  for  our  suppliers  throughout  the  nation,  it  has  also 
allowed  us  to  contribute  substantially  to  U.S.  balance  of 
trade.  Hamper  our  ability  to  sell  overseas  by  changing 
exim  bank  support,  to  fix  other  problems,  if  they  exist,  and 
you,  in  effect,  throw  the  baby  out  with  the  bath  water. 

Another  case  is  the  area  of  tax  incentives.  It  is 
claimed  that  they  are  no  more  than  subsidies  to  business 
designed  to  fatten  profits.  I  can't  speak  to  all  their 
impacts,  but  I  can  speak  to  their  effects  on  us.  Our  industry 
needs  all  the  help  it  can  get  to  increase  capital  formation  we 
need  so  that  domestic  airlines  can  buy  our  products,  so  that 
our  suppliers  can  expand  to  reduce  shortages  and  flow  times , 
so  that  we  can  finance  the  research  and  development  and  plant 
and  equipment  needed  to  stay  competitive  in  the  international 
market  --  which  we  currently  dominate.  Moving  hastily  in 
this  area,  in  our  case,  can  seriously  effect  both  trade 
balances  and  American  jobs. 

Turning  to  productivity,  and  the  role  business 
plays  in  the  phenomena  of  inflationary  cost-price  spiraling. 
Perhaps  we  should,  as  businessmen,  reexamine  all  of  the 
options  open  to  us  to  maintain  adequate  profits,  without 
unfuly  raising  prices. 
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Assuming  constraint  by  labor  in  wage  demands,  should 
we  turn  up  the  gain  in  exploring  the  other  opportunities  we 
have  for  reducing  costs?  Should  we  ask  ourselves  if  we  have 
done  enough  in  designing  our  products  for  producibility  — 
or  developing  improved  processes  toward  the  same  end  --  are 
we  aggressive  enough  in  developing  and  marketing  our  products 
overseas  have  we  cracked  down  sufficiently  on  the  practice 
of  stockpiling  scarce  materials  that  fuel  inflation  —  are 
we  optimizing  inventory  control  to  ease  the  pressure  on 
capital  requirements? 


Have  we  done  enough  in  reducing  management  and  over¬ 
head  at  all  levels,  perhaps  not.  In  my  view  there  are  still 
opportunities  to  comtribute  more. 


Finally,  as  we  join  with  all  segments  of  the 
economy  in  the  fight  against  our  number  one  domestic  problem 
let  s  hang  tough  for  real  answers  and  resist  attempts  to  over¬ 
simplify  complicated  problems  or  to  accept  substitutes  for 
sound  business  practices  that,  in  the  end,  can  only  prolong 
the  economic  hardship  and  problems  that  face  the  nation. 


Thank  you. 


SECRETARY  DENT:  Thank  you  very  much. 
We  now  call  on  Mr.  Riccardo. 


MR.  RICCARDO:  John  Riccardo,  Chrysler  Corporation. 

This  country  now  faces  runaway  inflation,  a  serious 
shortage  of  basic  commodities  and  raw  materials,  and  a  dis¬ 
torted  international  trade  structure.  With  the  money  markets 
running  dry,  industry  cannot  secure  the  trillions  of  dollars 
required  to  develop  additional  manufacturing  capacity,  find 
new  sources  of  raw  materials,  replace  outmoded  plant  and 
equipment,  and  improve  productivity. 

It  is  essential  that  we  meet  these  objectives  simply 
to  keep  the  free  world's  economic  engine  functioning.  But  while 
we  struggle  to  raise  this  needed  capital,  government  is  rushing 
to  impose  on  us  costly,  and  sometimes  non-productive  programs. 

In  many  cases,  these  new  regulations  only  tighten  the  already 
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stringent  regulations  now  on  the  books.  These  minimal  gains 
are  very  costly. 

For  example ,  the  total  cost  to  industry  of  meeting 
clean  air  and  water  standards  is  estimated  to  be  about  $60 
billion.  In  the  case  of  the  U.S.  automobile  industry,  the 
cost  of  proposed  safety,  noise,  damageability ,  and  fuel 
economy  standards  would  cost  the  public  billions  more. 

While  many  of  these  proposals  are  worthwhile  and 
even  highly  desirable,  some  are  counterproductive  at  this  time. 
They  divert  scarce  capital  business  must  have  to  regain  the 
basic  economic  strength  from  which  all  social  progress  is 
made . 


We  urge  government  to  concentrate  on  actions  that 
will  stimulate  the  formation  of  capital.  Develop  incentives 
for  savings  and  investment.  Reduce  federal  spending.  Balance 
the  federal  gudget.  At  the  same  time,  we  urge  government  to 
review  the  numerous  programs  proposed  over  the  past  few  years, 
and  establish  realistic  timetables  based  on  proven  need,  and 
consistent  with  the  capital  now  available.  For  example,  it 
is  generally  agreed  that  present  automotive  safety  and 
emmissions  regulations  are  adequate  to  safetuard  the  public 
health  and  welfare  at  least  through  the  end  of  the  decade. 

The  need  to  reorder  priorities  is  especially  urgent 
in  the  automobile  industry,  which  is  the  basic  source  of  income 
for  one  of  every  six  wage  earners  in  the  United  States. 

SECRETARY  DENT:  We  now  call  on  Ralph  Lazarus. 

MR.  LAZARUS:  Ralph  Lazarus,  Federated  Department 

Stores . 


Mr.  Secretary,  I  appreciate  the  opportunity  to  appear 
here  today. 

Inflation  is  clearly  America's  number  one  problem. 

We  must  agree  as  a  nation  to  a  course  of  positive  action  and 
then  carry  it  out  consistently  and  energetically.  One  caution, 
however,  in  our  zeal  to  conquer  inflation  we  must  not  be  so 
headstrong  that  we  bring  on  a  major  recession. 
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Generally,  we  should  attack  the  problem  on  three 
broad  fronts.  We  should  strive  for  a  balanced  federal  budget. 

We  should  positively  encourage  a  major  increase  in  personal 
savings  and  investment.  And,  we  should  increase  the 
country's  productivity  capacity. 

The  control  of  inflation  will  require  that  government, 
business,  labor  and  the  consumer  shoulder  the  burden 
equitably.  Economic  statesmanship  must  come  before  politics 
as  usual  or  business  as  usual. 

I  would  suggest  these  guidelines.  It  must  not 
restrict  demand  in  such  a  way  that  would  discourage  expanded 
production.  We  must  encourage  a  substantial  expansion  of 
productivity.  We  must  develop  a  major  increase  in  our 
industrial  and  resource  producing  base.  Inefficiencies  and 
inequities  in  our  financial  system  which  discourage  investment 
must  be  eliminated.  The  Government  of  the  United  States 
must  adopt  as  a  continuing  program  the  objective  of  a  federal 
budget  in  relative  balance. 

The  federal  reserve  should  set  as  its  goal  a  steady, 
consistent  growth  in  money  which  will  not  finance  inflationary 
pressures  or  encourage  inflationary  psychology. 

The  United  States  has  to  exercise  its  leadership 
responsibilities  in  the  free  world  and  promote  a  cooperative 
approach  to  our  mutual  economic  problems. 

Now,  for  the  specific  actions  I  would  suggest: 

If  at  all  possible ,  the  Administration  and  Congress 
should  commit  publicly  to  a  position  that  in  the  fiscal 
year  1975,  expenditures  in  the  unified  budget  will  be  held 
below  $300  billion.  Most  more,  I  believe  the  Administration 
and  Congress  should  adopt  as  a  long-range  commitment  the 
position  that  expenditures  in  the  unified  budget  in  future 
years  should  not  be  permitted  to  exceed  their  1976  proportion 
of  national  income.  If  this  limit  is  exceeded,  then  it  must 
be  offset  by  new  taxes. 

In  Monetary  Policy  the  Federal  Reserve  must  move 
gradually  and  consistently  to  accelerate  money  growth.  This 
should  be  done  at  a  pace  consistent  with  the  tempo  of  change 
in  the  unified  Federal  Budget  as  it  approaches  balance  in  the 


fiscal  year  1976. 


However,  recognition  must  be  given  to  the  conditions 
presently  prevailing  in  the  nation's  financial  system.  Interest 
rates  are  at  extraordinary  levels.  Capital  markets  are 
increasingly  disorganized.  Financial  institutions,  are 
experiencing  severe  disintermediation.  It  would  be  extremely 
unwise  for  monetary  policy  to  move  precipitously  toward  either 
restraint  or  stimulus. 

Fiscal  and  monetary  policies  in  the  months  ahead 
must  act  in  concert  if  inflation  and  financial  distortion 
are  to  be  ameliorated  without  severe  damage  to  our  economic 
system. 
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Business  and  industry  should  make  every 
effort  toexpand  production  and  increase  productivity, 
lo  assist  this  we  should  perhaps  consider  changes  in 
taxation  to  encourage  expansion  of  productive  capacity. 

In  addition  to  the  precedent  incentives,  I  would  suggest 
a  temporary  10  percent  surtax  on  all  corporate  profits. 

This  surtax  would  be  remitted  fully  to  corporations  which 
in  the  twelve  months  following  the  year  covered  by  the 

surtax,  invest  or  commit  to  invest  an  amount  equal  to 
their  surtax  liabilities  in  plant  or  in  equipment  which 
improves  either  productivity  or  expands  product  capacity. 


In  order  to  insure  that  incremental  productive 
investment  occurs,  corporations  would  beiequiredin 

the  years  covered  to  maintain  their  1972-73  proportion  of 
capital  spending  to  pre-tax  profits  before  qualifying 
for  remission  of  the  ten  percent  surtax. 


As  to  the  consumer,  we  should  adopt  policies 
that  will  help  us  achieve  a  fair  balance  between 
spending  and  saving.  We  should  consider  exemptions  of 
interest  earned  by  families  and  individuals  up  to  an 
annual  limit  of  $750  or  10  percent  of  their  adjusted 

gross  income,  whichever  is  less.  Those  families  or 
individuals  with  annual  incomes  under  $750  could  be 
given  a  tax  credit  for  the  interest  earned. 


.  mignt  also  consider  ending  the  deductibility 

of  interest  paid  by  consumers  on  short-term  installment 

debt.  Fundamentally,  this  recommendation  is  made  to 
recognize  the  need  to  eliminate  existing  disincentives  to 
saving  in  the  tax  law.  As  these  laws  now  stand,  interest 
paid  in  the  process  of  consumption  is  subsidized  while 
interest  earned  through  savings  is  penalized. 

This  measure  should  not  only  treat  the  small 
saver  more  equitably,  but  would  encourage  reduced 
consumption  at  the  taxpayer ' s  option  and  perhaps  more 
importantly  also  create  a  possible  source  of  additional 
long-range  funding  for  investment 


Congress  should  study  the  desirability  of  making 
inflation  accounting  mandatory  —  such  things  as  LIFO  and 
replacement  depreciation. 
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This  would  allow  individual  companies  to 
generate  its  own  capital  to  finance  the  inflation 
segment  of  its  inventory  and  maintain  the  efficiency 
of  its  plant.  If  loss  of  government  receipts  from 

corporate  profits  throw  the  federal  budget  out  of 
balance,  then  the  corporate  tax  rate  should  be 
increased  to  offset  it.  The  government  should  also 
allow  corporations  to  report  loss  of  earnings  because 

of  inflationary  accounting  to  its  shareholders. 


Finally,  I  believe  that  the  United  States 
should  reaffirm  its  commitment  to  cooperate  in  the 
international  economic  affairs.  Leadership  must  be 

demonstrated  in  such  vital  areas  as  monetary  reform, 
trade  liberalization  and  resource  development. 

I  might  add  that  I  agree  with  Stan  Smith 
that  price  and  wage  controls  will  notbe  effective 
at  this  stage  and  they  might  well  be  countereffective. 

SECRETARY  DENT:  Thank  you,  Mr.  Lazarus. 
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MR.  KENDALL:  Pepsi  Company. 


1  would  like  to  comment  on  two  areas  where  I 
think  the  government  can  effectively  do  somethina  and 
make  some  suggestions  that  they  effectively  s^the 
hell  out  of  some  others . 


The  onlY  place  where  you  can  do  anything 
is  in  monetary  and  fiscal  policy.  I  happen  to  believe 
the  federal  Reserve  policy  has  been  a  correct  policy. 

think  it  should  stay  onthe  course  that  it  is 
presently  on. 


I  do  not  think  that  it  has  been  therate  of 
money  supply  growth  of  the  Federal  Reserve  that  ha. 
caused  high  interest  rates.  I  happen  “  IhSfit^s 

ugh  demand  for  money  that  has  created  this  problem 
not  their  policy.  ' 

.  •  ,  ,  1  wil1  agree  that  you  are  walking  on  a  verv 

tight  rope.  By  the  time  the  Federal  Reservl  should  ^ 
ciange their  policy,  it  will  be  recognized  by  all 
as  too  late  to  change  it  so  it  is  a  tightrope  but 
nevertheless  I  thinkwe  should  continue  on  that.  If 
you  look  at  Federal  Reserve  policy  as  a  method  of 
lowering  interest  rates,  if  you  consider  that  you 
will  probably  have  to  inject  $15-  to  $20  billion 
into  the  system  to  lower  interest  rates  by  one  and 
a  half  or  two  percent,  I  think  the  cost  of  that 
inflation  is  too  great  andthat  we  shouldmaintain 
our  present  policy. 

flscal  Policy,  tone  it  is  inconceivable 

S  ^  reducing  a  budget  of  $3.5  billion 

by  $5  billion  and  then  say  that  y lu  have  to  really 
struggle  to  do  that. 

The  gentleman  from  the  White  House  who  just 
toeeoroh,PreSefati0n  ^  Saidthat  «  should  mderstand 

Sn't  Igree  “ff  Bmch ,ouJ  °f  the  budget  I 

y  Wltn  at  a11*  If  you  look  at  the  HEW 
budget,  which  is  the  biggest  budget  in  the  federal 
government  today,  I  suggest  that  you  do  what  has 
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happened  in  the  private  sector  for  years  in  the 
supermarkets  where  we  have  a  counter  that  eliminates 
products  that  are  not  needed.  You  have  the  checkout 
counter.  If  you  can't  pass  that  test  in  the  supermarket, 
your  products  are  eliminated.  I  suggest  we  get  some 
cost  analysis  of  some  of  the  projects  in  HEW  and  then 
that  you  and  the  Congress  back  up  Secretary  Weinberger 
when  he  tries  to  cut  out  some  of  the  programs  that 
might  affect  your  districts  and  cause  tough  political 
decisions  that  you  have  to  make. 

It  is  my  understanding  that  he  hastried  to 
eliminate  over  300  programs  this  year  in  HEW  and  it 
is  now  down  to  where  he  might  get  one  of  them 
eliminated.  I  understand  one  of  the  Congressmen  is 
trying  to  stop  that. 

I  think  if  we  maintain  Federal  Reserve 
policy  and  you  Congressmen  really  go  to  work  and  do 
your  job  along  withthe  Administration  in  cutting 
fiscal  spendingand  getting  our  budget  under  c  ontrol 
that  we  will  make  great  progress. 

My  other  suggestion  is  that  you  stay  out  of 
the  private  sector.  I  still  believe  in  tie  free  market 
economy.  I  think  it  will  take  care  of  itself  if  you 
will  just  leave  hands  off  and  I  think  also  we  ought 
to  stop  considering  wage  and  price  controls. 

I  will  certainly  agree  w age  and  price 
controls  were  initiated  by  the  business  community 
as  much  as  anyone  else,  but  what  the  businessman 
really  had  in  mind  he  thought  that  meant  we  were  not 
going  to  have  any  wage  increases .  When  the  consumer 
wants  wage  and  price  controls ,  they  think  that  is 

going  to  be  a  decrease  in  prices. 

So,  I  would  suggest  we  let  the  free 
American  economy  do  the  job  and  it  will. 

Thank  you. 

SECRETARY  DENT:  Thank  you,  Mr.  Kendall. 

We  now  call  on  Mr.  Wilson  Johnson. 


business . 
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MR.  JOHNSON:  National  Federation  of  Independent 


Mr.  Secretary,  we  appreciate  more  than  we  can  say 
the  President's  concern  in  calling  this  series  of  meetings 
and  your  concern  in  serving  as  chairman. 

Inflation  and  its  related  problems  urgently  need 
our  immediate  attention.  NFIB  has  a  membership  of  over 
329,000  independent  and  small  business  firms.  Based  on  our 
latest  survey  taken  in  July,  our  members  have  cited  inflation 
and  their  major  problem  three  times  as  often  as  any  other 
difficulty  including  shortages  and  financing. 

Our  quarterly  random  sampling  indicates  that 
unchecked  inflation  has  small  business  on  the  ropes  . 

.  You  asked  for  the  thinking  of  the  small  business 

6tnn°r.ln.regfrd  t0  maintaining  federal  expenditures  below 
lllion  in  fiscal  1975  and  also  seeking  a  balanced 
federal  budget  or  a  surplus  in  fiscal  1976. 

Mr.  Secretary,  I  can  think  of  nothing  that  would 
do  more  to  instill  confidence  in  the  Administration  on 
the  part  of  independent  and  small  business  firms  than  for 

them  to  see  the  federal  government  puts  its  fiscal  house  in 
order . 


_  Many  of  the  individuals  in  small  business  have  very 

little  accounting  expertise.  They  do  know  that  they  cannot 
constantly  spend  more  money  than  they  collect.  They  also  feel 
the  government  has  to  operate  with  ever  increasing 
deficit  spending,  we  simply  have  got  too  much  government. 

.  _  Over  the  eyars,  it  has  been  the  hallmark  of  good 

Americanism  to  live  within  our  income.  The  small  business 
sector  feels  that  we  need  men  in  the  Administration  in 
Congress  with  both  the  courage  and  determination  to  do  what¬ 
ever  pruning  is  necessary  to  at  least  insure  a  balanced  federal 
budget  and  preferably  a  surplus. 

In  consideration  of  the  current  levels  of  federal 
taxation,  we  must  avoid  creating  an  environment  hostile  to  new 
investment . 
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Part  of  the  solution  to  our  problems  depend  on  the 
development  of  new  productive  capacity.  Small  business  is  not 
in  a  mood  for  expansion.  Sixty -eight  percent  of  our  members 
say  now  is  a  bad  time  to  expand.  Forty-five  percent  cite 
general  economic  conditions  as  the  primary  reasons,  while 
thirty-four  percnet  specifically  point  to  the  difficulty  of 
getting  investment  financed  and  eighteen  percent  blame  the  cost 
of  construction. 

Monetary  policy  should  remain  reasonably  restrictive, 
insuring  against  too  rapid  an  increase  in  the  supply  of  money. 
Prices  cannot  be  stabilized  as  long  as  monetary  growth 
exceeds  the  browth  in  real  output. 

Galloping  inflation  desperately  needs  to  be  checked 
so  that  interest  rates  can  be  lowered. 

As  far  as  the  long-term  debt  is  concerned,  the 
picture  is  grim.  We  seem  to  have  come  to  a  point  where 
our  first  reaction  of  problems  often  created  by  existing 
relations  is  to  regulate  more,  not  to  deregulate. 

An  overriding  objective  of  Administration  policv 
should  be  to  restore  competitive  forces  whenever  possible. 

It  should  be  our  objective  to  increase  our  reliance  on  our 
market  mechanism.  All  of  our  experience  with  price  and 
wage  controls  tells  us  that  interference  with  tie  market 
does  not  work. 

We  recommend  that  you  rely  more  heavily  on  the 
income  tax  mechanism  and  less  on  welfare  payments  and  price 
supports  to  bring  about  the  cost-sharing  agreed  upon  in  the 
fight  against  inflation. 

While  business  must  be  responsible  in  any  price 
increases,  labor  has  got  to  cooperate  if  we  are  going  to 
find  the  answer  to  a  healthy  economy.  Labor  settlements 
have  been  short  of  unbelievable.  The  pattern  seems  to  be 
8  or  9  percnet  plus  an  escallator  plus  a  catch-up  in  many 
cases.  The  steel  settlement  will  probably  cost  15  percent 
this  eyar  alone.  We  can  fully  expect  to  see  this  cost  passed 
along  in  the  form  of  higher  prices. 
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Labor  settlements  will  continue  to  be  a  source  of 
inflationary  pressure  unless  new  wage  increases  bear  a 
distinct  relationship  to  real  output  per  man-hour. 


Improvement  of  environmental  quality  is  extremely 
important,  but  it  cost  carries  a  high  price  tag. 

Klt+  Secretary,  private  enterprise  has  made  mistakes 

but  there  has  been  too  much  criticism  of  business.  We  believe 
that . this  has  been  a  psychological  deterrent  to  expansion. 
America  s  greatness  was  created  by  the  productivity  ingenuity 
of  free  men.  The  men  who  built  America:  gave  people  new 
jobs,  higher  wages,  better  working  conditions  and  cheaper 
goods  than  ever  before  created  in  the  history  of  man. 

•  .  .  B!^i£eSS  ^as.done  a  lot  of  things  right  in  furnish- 

S.-i  *  xt  out  business,  there  would  be  no  jobs.  The  small 
business  sector  alone  furnishes  37  million  jobs.  Our 
recommendations  include  greater  reliance  on  the  free  market  for 
the  setting  of  prices  as  well  as  wages,  greater  restraint  on 

federal  spending.  We  suggest  reliance  on  the  tax  mechinism 
to  alleviate  hardship. 


Thank  you . 
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SECRETARY  DENT:  Thank  you,  Mr.  Johnson. 

We  now  call  on  Mr.  Kaiser. 

MR.  KAISER:  Thank  you,  Mr.  Secretary. 

I  am  Edgar  Kaiser,  Kaiser  Industries. 

The  following  is  a  listing  of  what  we  believe  is 
necessary  to  deal  with  the  problem  of  inflation. 

Recuce  and  defer  Federal  expenditures  wherever 
prudently  possible.  Mimimum  goals  should  be  2-1/2  percent 
to  three  percent.  Over  the  long  term  —  the  Government 
must  live  within  its  means.  Budget  reduction  is  essential  to 
inspire  public  confidence. 

Easy  monetary  policy  to  bolster  the  housing  and 
construction  industry  and  selectively  tighten  it  —  to 
discourage  unnecessary  consumer  spending  of  discretionary 
income . 


Place  unrelenting  emphasis  on  increasing  productivity, 
which  is  our  single  strongest  anti-inflation  weapon. 

Increase  the  investment  tax  credit  to  encourage 
capital  investment  in  those  segments  of  the  economy  which 
most  need  it. 

Liberalize  depreciation  guidelines. 

Exclude  from  personal  income  taxes  a  portion  of  the 
interest  earned  from  thrift  institutions  as  a  stimulus  to 
increase  personal  savings. 

Gradually  reduce  the  capital  gains  tax  to  encourage 
stock  purchases  by  individuals  and  stimulate  productivity 
of  supervision  and  management. 

Provide  tax  relief  for  those  in  the  lower  income 
brackets  by  increasing  allowable  standard  deductions. 

Temporarily  renew  the  Federal  excise  tax  on  amusement 
admissions  and  luxury  items. 


Re-examine  the  antitrust  laws  to  determine  whether 
the  public  interest  would  be  well  served  by  allowing  basic 
materials  producers  to  join  together  in  consortia  projects 
to  expand  capacity  and  conserve  energy  and  other  limited 
resources.  It  is  highly  preferable  to  do  this  by  legislation. 

.  Review  the  broad  range  of  environmental  and  safety 

requirements  and  set  priorities  for  achievement.  New  time 
frames  should  be  set  for  meeting  standards  of  secondary 
importance  so  as  to  conserve  capital  for  productive 
purposes . 


Now,  for  what  we  feel  should  not  be  done: 

We  should  not  return  to  mandatory  wage  and  price 
controls  which  simply  bottle  up  the  forces  of  inflation. 


We  should  not  reduce  taxes  across  the  board. 

.  ^  f-*--'-  ^he  points  listed,  the  one  which  is  most 

basic  to  solving  inflation  is  productivity.  Each  of  us,  whateve 
our  nob,  must  continually  rededicate  ourselves  to  increasing 
our  own  productivity. 

And  —  while  the  problems  of  inflation  and  stagnation 
are  complex,  multi-faceted  and  global  —  we  must,  by  our 
individual  and  collective  actions,  kindle  a  spirit  of  optimism 
and  hope  that  they  are  solvable. 

...  .  Mr*  Secretary,  we  commend  the  President  and  you  for 

initiating  these  conferences.  They  force  us  to  give  great 
thought  to  inflation’s  causes  and  the  remedies.  They  focus 
not  only  our  attention  as  participants  in  these  sessions  but 
the  attention  of  the  entire  population  and  that  is  the  key. 

The  challenges  we  all  face  are  not  someone  else's  —  they  are 
ours.  So,  too,  must  be  the  solution. 

Thank  you. 

SECRETARY  DENT:  Thank  you,  Mr.  Kaiser. 

I  would  like  to  mention  it  was  the  resolution  of 
the  Congress  that  the  President  accepted  that  initiated 
these  conferences. 
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We  now  call  on  Hr.  Markley. 

MR.  MARKLEY:  The  Timken  Company. 

Mr.  Secretary,  inflation  cannot  be  cured  by  monetary 
policy  alone.  There  is  a  need  to  change  the  attitudes  of  our 
people . 


The  average  citizen  must  be  given  a  straight-forward 
view  that  demonstrates  to  him  the  cost  of  Government  programs. 
Further,  he  must  be  shown  that  this  cost  is  paid  in  part  by 
him  in  the  form  of  taxes  or  indirectly  in  the  form  of  inflation 
or  in  the  cost  of  the  product  he  buys. 

To  encourage  him  to  believe  that  he  is  getting 
something  for  nothing  is  a  disservice. 

Government  at  all  levels  must  be  cut  back  to 
essential  activities  only.  The  income  tax  structure  must  be 
revised  so  as.  to  encourage  saving  and  encourage  investment 
by  individuals  and  by  business  in  new  plants.  The  practice 
of  playing  politics  with  so-called  tax  loopholes  must  be 
discouraged  as  this  creates  a  cynicism  which  works  against 
the  objective  of  encouraging  savings  and  investment. 

Improved  productivity  is  the  answer  to  inflation. 

This  can  be  obtained  by  capital  investment.  While  we  tend 
to  blame  a  lot  on  government,  business  and  industry  can  and 
must  use  every  effort  to  be  efficient  and  productive. 

There  are  a  lot  of  things  that  we  can  as  businessmen 
do.  For  instance,  just  the  cost  of  absenteeism  alone,  could 
we  correct  that,  would  do  a  lot  to  improve  the  pressures  on 
inflation. 


I  might  say  also  that  it  would  be  easier  for 
business  and  industry  to  become  more  aggressive  in  this  area, 
if  government  sets  an  example. 

Every  citizen  must  cooperate.  This  can  happen  only 
if  he  understands  what  inflation  is  all  about ,  and  that  it 
applies  to  him.  It  would  help,  Mr.  Secretary,  if  a  high 
ranking  government  executive  would  tell  it  like  it  is  and  be 
supported  in  a  bipartisan  way. 


Thank  you. 
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SECRETARY  DENT:  Thank  you  very  much,  Mr.  Markley. 

We  now  call  on  Mr.  McSwiney. 

MR.  McSWINEY :  The  Mead  Corporation. 

It  .  Inflation  is  rooted  deep  in  our  economy.  Like 

the  pill,"  it  is  a  new  dynamic  of  our  time  and  we  must  learn 
to  live  with  it.  It  arises  through  struggle  for  a  greater 
share  of  our  production. 

"Net  inflation"  reports  the  balance  between 
inflationary  and  deflationary  forces  in  our  economy.  The 
latter  are  usually  only  short-term  reactions. 


.  members  of  U.S.  society  have  acquired  a  great 

s  ill  m  asking  for  more  —  and  government  and  management 

ha^eKaCqU^eSCed‘  We  Americans  Pay  ourselves  more  in  wages 
and  benefits  than  we  make  up  through  productivity. 

Swelling  expenditures  to  improve  the  quality  of  life 
also  make  heavy  demands  on  our  ability  to  produce.  Non¬ 
productive  "investments"  divert  capital  from  productive 
investments . 


We  operate  a  10  percent  inflation  system  —  plus 
or  minus  one  percent.  The  increase  from  the  three  percent 
rate  of  the  early  sixties  arises  chiefly  from  pay  increases 
and  quality-of-life  expenditures.  Many  added  inflationary 
factors  are  already  legislated  or  contracted  for. 


Can  short-term  restrictive  monetary  policy  cure 
our  ills?  Not  likely;  the  social  cost  is  too  high.  What 
we  need  are  incentives  to  increase  our  capacity  and  productivity. 
For  example?  Gradualize  the  growth  in  money  supply.  Make 
it  worth  while  to  save  and  invest  in  productivity. 

Exempt  some  interest  and  divident  income  from  tax. 
Celebrate  the  bicentennial.  Invest  $1976  in  America  —  tax 
free..  Encourage  more  dollars  for  R  and  D.  Skilled  scientists 
and  middle  managers  often  bear  the  brunt  of  on-and-off  policies 
Write-off  new  productive  facilities  in  a  hurry. 

.  Grant  tax  credits  for  non-productive  expenditures 
for  environmental  goals. 
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Encourage  natural  resource  development  in  the  U.S. 

Incentives  lead  to  greater  forest  growth.  Set 
up  industry  committees  to  assess  what  needs  to  be  done.  Wipe 
out  non-productive  regulations.  Make  industry  and  Congress 
more  credible  sources  of  information. 

How  can  we  allocate  resources  fairly  under  high 
rates  of  inflation?  Sound  automatic  adjustments  or  indexes 
may  help.  A  sound  inflation  model  will  reveal  all  the  inputs  to 
the  system. 

Above  all,  we  need  clear  incentives  to  become  more 
productive . 

We  must  develop  meaningful  long-term  counter¬ 
measures  which  will  more  fairly  allocate  our  resources. 

Thank  you . 
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SECRETARY  DENT:  Thank  you,  Mr.  McSwiney. 

Mr.  Mickel . 

MR.  MICKEL:  Daniel  International. 

Thank  you,  Mr.  Secretary.  Obviously  inflation  has 
many  roots  and  is  fed  by  world  forces.  It  is  so  complex  that 
one  nation  cannot  totally  solve  the  problem.  However,  we 
must  reduce  our  budget  under  $300  million  and  we  must  obtain 
a  surplus  budget  in  1976. 

We  must  establish  a  priority  system  with  specific 
budget  limitations.  The  monetary  aspects  are  evident  but 
the  overwhelming  benefit  will  be  in  the  reactions  of  the 
American  people  to  a  fiscally  responsible  givernment . 

I  do  not  want  to  see  a  tax  increase  on  business . 
Business  must  have  all  the  help  we  can  give  it  to  compete 
in  the  world  arena.  Tax  credits  must  be  enlarged.  Depre¬ 
ciation  adjusted  and  other  tax  incentives  given  to  at  least 
put  our  industry  on  an  equal  footing  with  the  world. 

We  msut  make  it  possible  to  modernize  —  to  de- 
bottleneck  --  to  increase  production  with  Ihe  end  result  of 
increasing  our  wages  and  living  standard  by  increased  indi¬ 
vidual  productivity. 

.  It  is  the  American  dream  to  better  one's  standard 

o  life  to  educate  children  —  to  buy  a  new  car  —  to 
have  liesure  time  —  to  own  a  home.  This  is  what  it  is 
all  about . 


One  of  these  dreams  is  about  to  escape  us  _  the 

housing  industry,  our  largest  industry  —  is  facing 
bankruptcy,  and  fast.  Tens  of  thousands  of  developers, 
contractors,  subcontractors,  suppliers,  real  estate  com¬ 
panies  and  lenders  are  facing  liquidation. 

Something  must  be  done  —  now.  We  msut  give  an 
incentive  to  get  savings  back  into  historic  lending 
cannels  such  as  savings  6  loans  and  banks.  To  do  this,  we 
should  grant  tax  exemption  cn  interest  earned  up  to,  say, 
$5,000.  Our  restrictive  monetary  policy  has  helped. 
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Now  the  government  must  get  on  with  restoring 
confidence  in  our  capital  markets .  Our  Public  Serivce 
Commissions  must  grant  utility  increases  quickly,  based  on 
justified  costs. 

These  two  actions  would  hopefully  begin  to  once 
more  allow  the  utilities  to  go  to  market  for  funds.  The 
alternative  will  be  of  such  consequence  that  our  future  will 
be  penalized  without  the  means  of  ever  correcting  vis-a-vis 
the  world . 


Somehow  Government  must  speed  up  Federal  Power 
Commission  and  AEC  approvals  for  hydro  units  and  nuclear 
units.  We  must  rationalize  the  environmental  requirements 
such  as  measure  smoke  stack  emissions  at  people  level, 
not  at  bird  level . 

We  are  in  a  shortage  economy  and  industry  must 
build  capacity  to  overcome.  Oil  prices  must  be  brought 
down.  How,  I  don’t  know,  but  the  effects  will  be  felt 
forever  in  prices  and  shortages  of  product.  Every  material 
used  in  construction  is  touched  in  some  way  by  the  price 
of  oil . 


We  must  increase  productivity  to  fight  inflation. 
Progressive  labor  leaders  must  be  encouraged  to  continue 
to  eliminate  restrictive  work  practices  .  We  must  revamp  our 
training  methods  to  allow  for  individual  initiative  and 
provide  the  mans  of  faster  advancement  based  entirely  on 
a  person's  ability. 

Much  is  being  done  in  the  construction  industry  — 
yet  to  fully  develop  this  potential  we  must  adopt  new  and 
standardized  building  codes  that  will  encourage,  not 
discourage  . 


Mr.  Secretary,  it  is  time  fo  stop  listening  to 
the  prophets  of  doom,  to  stop  digging  our  own  graves. 

Let’s  speak  out  on  what  is  good  about  our  economy  --  our 
country .  We  simply  have  to  go  back  to  a  great  American  custom 
of  working  like  hell  to  make  it  happen. 


Thank  you  . 


We  now 
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SECRETARY  DENT:  Thank  vou,  Mr.  Mickel . 

call  on  Mr.  McFarland. 


MR.  McFARLAND:  General  Mills. 

Mr.  Secretary,  my  recommendations  for  the  crusade 
o  moderate  inflation  are  based  upon  the  reassertion,  re¬ 
establishment  and  communication  of  the  principles  on  which 
this  country  was  founded  and  which  have  made  us  great. 

^he  essentiality  of  productivity. 

importance  of  thrift  and  savings . 

power  neeC*  crea^e  capital  through  earning 


the  way  in  which  confidnece  in  the  effective¬ 
ness  of  the  marketplace  helps  to  balance  our  complex 
economic  system. 


,  _  .  .  Shortfalls  at  the  immediate  short-term  approach 

should  be  announced  soon  and  concentrated. 

I  have  some  charts  here  which  I  display  simply  to 
indicate  that  this  matter  can  be  communicated  and  to  a 
sophisticated  audience  such  as  this,  certainly  these  are  very 
simplistic.  But  to  the  average  man  on  the  street,  you  must 
understand  that  he  does  not  understand  the  term  "monetary.” 

He  does  not  understand  the  term  "fiscal."  But  I  believe  that 
this  does  show  the  basics  creating  price  stability  and  the 
next  page  quickly  shows  what  happens  with  inflation  when 
spending  increases  through  government  and  consumer  activities 
the  money  supply  is  increased  creating  a  demand  larger  than 
our  ability  to  supply  the  goods. 


Finally,  to  recitify  the  solution  comes  the  heart 
of  my  basic  four-point  program  which  is  the  immediate  thing 

I  believe  should  be  communicated  and  understood  by  the  Ameri¬ 
can  people. 

First  it  is  the  matter  of  fiscal  restraint  and  it 
requires  specifics.  In  my  judgement,  it  would  be  advisable 
declare  a  1975  budget  not  to  exceed  $295  billion,  including 
a  prospective  public  works  program  which  I  will  define  in  a 


to 
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moment  to  care  for  excessive  unemployment,  should  it 
develop . 


Also,  I  think  the  general  savings  program  should  be 
supported  by  a  campaign  of  the  citizen  to  vote  for  savers 
this  year,  not  spenders.  A  public  encouragement  of  thrift  and 
savings  on  the  part  of  individuals  and  renewed  energy  conser¬ 
vation  program  which  I  think  has  practical  aspects  as  well  as 
attitudinal  aspects  of  creating  the  right  approach  on  the 
part  of  the  people. 

Secondly  is  the  monetary  approach.  I  think  the  Fed 
has  done  a  brillian  job  to  date.  It  should  lessen 
its  intensity  and  carefully  monitor  so  it  has  its  ability  to 
cange  positions  in  order  to  avoid  illiquidity  beofre  it  arises . 

Thirdly,  increase  productivity  which  I  think  should 
be  stimulated  by  a  national  conference  followed  by  a  public 
service  television  approach  to  encourage  such  a  productivity 
upturn . 


Fourthly,  a  national  public  works  program  which  I 
believe  shoudl  be  designed  to  alleviate  excessive  unemployment 
when  it  arises .  This  public  works  program  to  be  applied 
against  the  repetitive  disaster  areas  which  the  government 
has  often  goen  through  patchwork,  non-permanent  solutions. 

That  four-point  program  combined  in  the  longer 
term,  I  believe,  with  new  schedules  for  depreciation  which  have 
been  mentioned,  tax  savings,  encouragement  for  the  small 
investor  up  to  $1,000,  a  new  and  progressive  liberalized  capital 
gains  tax,  the  elimination  of  Regulation  Q  of  the  Banking 
Act  and  provisions  for  appropriately  handling  theT problems 
of  savings  and  loans  so  they  may  become  competitive  in  the 
marketplace  to  attach  savings. 

A  long-range  study  to  assist:  in  eliminating 
those  administrative  and  regulatory  policies  and  practices 
within  government  which  are  now  in  effect. 

Unequivocal  opposition  to  the  reimposition  of 
wage  and  price  controls  or  export  controls  and  the  encourage¬ 
ment  of  the  energy  facilities  within  the  country. 
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Mr.  Secretary,  I  believe  the  entire  American  citi¬ 
zenry  must  be  given  reassurance  and  understanding  of  what  the 
basic  causes  of  inflation  are,  what  the  program  is  to  imple¬ 
ment  to  moderate  inflation  and  how  it  will  work  against  these 
basic  causes . 

I  propose  a  series  of  public  service  commercials, 
and  I  have  here  and  I  don’t  intend  for  you  to  see  them,  I 
have  simply  gone  through  the  exercize  to  show  it  is 
possible  to  communicate  what  the  causes  of  inflation  are 
and  what  the  program  is  to  inspire  public  support.  I  believe 
this  eill  eliminate  the  present  concerns,  mysteries  of  the 
public  and  replace  these  with  confidence,  understanding, 
conviction  and  a  firm  commitment  to  pursue  public  plans  to 
moderate  inflation. 
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SECRETARY  DENT:  Thank  you,  Mr.  McFarlana. 

We  suggest  your  charts  be  displayed  in  front  of  this 
table  during  the  coffee  break  and  we  will  make  them 
a  part  of  the  permanent  record. 

We  now  call  on  Mr.  Chamberlain. 

MR.  CHAMBERLAIN :  President  of  the  American 
Apparel  Manufacturers  Association. 

Due  to  our  four-minute  time  limit,  I  will 
confine  my  remarks  towhat  the  Apparel  Manufacturers 
Association  feels  is  its  recommendation  to  the 
President  on  a  subject  which ve  feel  we  know:  the 
apparel  industry. 

The  domestic  apparel  manufacturing  industry 
is  one  ofthe  most  competitive  labor  intense  segments 
of  our  economy.  We  have  over  22,000  manufacturing 
units  employing  over  1,300,000  people.  This  amounts 
to  one  out  of  every  fourteen  manufacturing  jobs  in  the 

United  States.  Our  products  constitute  one  of  Ihese 
ties*  They  are  sold  directly  tothe  American  consumer. 
Therefore,  we  feel  that  the  apparel  industry  is  a 
leading  indicator  of  the  American  e conomy .  The 
consumer  is  now  telling  us  tiiat  she  is  buying  fewer 

items  of  clothing  on  a  more  selective  basis.  Higher 

apparel  pricing  caused  by  the  cost-push  has  resulted 
in  the  sale  of  fewer  units. 

One  of  the  major  ingredients  in  the  cost-push 
is  the  record  high  cost  of  money.  While  there  is  no 

need  to  increase  capacity  in  our  industry  in  the 
present  economy,  there  is  a  very  real  need  not  only  to 
continue  to  finance  our  operations,  but  also  to 

continue  the  capital  expenditures  necessary  to  keep 
us  competi tive ' wofld  markets. 

Unless  we  can  obtain  operating  aid  capital 
improvement  dollars  at  less  cost,  the  failure  of  many 
apparel  firms  will  create  an  artificial  shortage  of 
apparel  supply. 


259 


Last  week  I  chaired  a  meeting  at  which  the 
majority  of  the  large  producers  of  our  industry  were 
in  attendance.  Almost  without  exception  these 
manufacturers  were  tightening  their  belts,  cutting 
inventories,  eliminating  marginal  units  and,  yes, 
reducing  work  weeks  and  laying  off  production  workers. 

To  help  cure  these  ills,  the  government 
should  immediately  take  steps  toreduce  the  cost  and 
to  increase  the  supply  of  money  significantly.  Hand 
in  hand  with  this  the  government  should  also  have 
incentives  to  draw  equity  money  into  our  industry  so 
that  the  stockholders  will  stay  and/or  come  into  the 
equity  market. 

We  would  further  suggestion  some  technique 
should  be  devised  to  spread  bank  portfolios  to  more 
than  the  present  limited  number  of  coholdings. 
Investment  capital  must  be  attracted  again  to  the 
equity  market. 

Controls ,  regulations  aid  requirements 
placed  on  American  b  usiness  have  become  excessive 
and  has  resulted  in  both  greatly  increased  domestic 
product  prices  and  in  making  it  extremely  difficult 
for  us  to  compete  in  the  world  market.  One  figure 
which  our  industry's  prime  supplier,  the  textile 
mills,  are  quoting  is  that  over  fifty  percent  of 
their  capital  expenditures  are  being  used  to  conform 
with  environmental  regulations.  The  dollars  used 
to  comply  with  these  regulations  are  notnaking  us 
more  efficient,  not  helping  us  hold  our  prices  down 
and  are  not  making  us  more  competitive  in  the  world 
market . 


Protection  requirements  must  be  reasonable 
and  imposed  on  a  measured,  long-range  basis  consistent 
with  needs  and  with  what  the  economy  can  afford. 


As  I  mentioned  earlier,  the  apparel  industry 
is  a  very  competitive  industry  with  22,000  manufacturing 

units  inthe  United  States.  However,  in  recent  years 
we  have  been  losing  units  at  the  rate  of  approximately 
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1,000  per  year.  Therefore,  I  feel  compelled  to  comment 
on  this  subject.  Government  regulations,  standards, 
reports  and  red  tape  are  making  it  impossible  for 
the  small-to-meaium-sized  manufacturer  toexist.  The 
government  effort  seems  to  be  directed  toward  decreasing 
competition  and  increasing  concentration.  This  is  an 
unhealthy  attitude.  The  economic  health  of  our  country 
will  improve  when  the  government  starts  to  work  with  the 
small- to-medium-sized  manufacturer . 

Thank  you. 

SECRETARY  DENT:  Thank  you,  Mr.  Chamberlain. 

We  now  call  on  Mr.  Ford. 

MR.  FORD:  Henry  Ford  II,  Ford  Motor  Company. 

I  think  we  all  agree  that  inflation  is  clearly 
our  number  one  economic  problem.  If  inflation  were  just 
an  economic  problem,  it  would  be  easy  to  control  through 

the  classic  economic  remedies  of  fiscal  and  monetary 
stringency.  Unfortunately,  fiscal  and  monetary 
stringency  cause  lower  incomes ,  higher  unemployment 
and  social  stress ,  and  this  makes  inflation  a  social 
and  a  political  problem  as  well  as  an  economic  one. 

I  believe  that  the  American  people  will  be 
willing  to  take  the  cure  even  though  it  hurts  if  they 
are  convinced  that  the  alternative  is  worse.  The 
first  requirement  for  success  in  the  fight  against 
inflation  is  to  make  people  understand  that  out-of¬ 
control  inflation  cannot  be  lived  with  and  that  there 
is  no  quick  and  painless  cure. 

Such  inflation  cannot  be  lived  with  because 
it  will  destroy  our  economy  if  it  is  not  checked.  It 
cannot  be  cured  quickly  or  painlessly  because  it  is 
caused  primarily  by  worldwide  excessive  demands  on 
productive  resources  and  slowing  these  demands  will 
take  time  and  cause  hardship. 
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A  few  simple  figures  tell  the  story  for  our 

company.  During  the  1973  model  year,  Ford's  costs  per 

vehicle  went  up  about  $200  because  of  labor  rates, 
materials  costs  and  other  economic  factors.  Of  that 

increase,  57  percent  was  the  result  of  labor  cost 
increases,  while  25  percent  reflected  increases  in 
the  prices  of  materials. 

During  the  1974  model  year,  the  same  factors 
raisedunit  costs  nearly  $600.  Only  25  percent  ofthat 
increase  was  the  result  of  labor  costs  while  67  percent 

was  caused  by  soaring  prices  for  steel,  copper,  aluminum, 
plastics,  fuels  and  other  materials. 

Because  these  commodities  are  traded  in  world 
markets,  U.S.  prices  will  continue  to  be  influenced  by 

world  demand  and  supply  as  well  as  by  domestic  demand 

and  supply.  All  nations  share  the  responsibility  to 
keep  demand  in  balance  with  supply,  but  t he  major 

industrial  nations  and  particularly  the  United  States 
have  the  largest  responsibility  because  they  account 
forthe  greater  part  of  world  demand. 

The  longer  term  outlook  for  raw  materials  is 
critically  important  for  thegrowth  of  our e conomy .  I 

believe  it  is  urgent  that  a  Presidential  Commission, 
like  the  Paley  Commission  of  25  years  ago,  be 
established  to  study  the  nation's  long-run  requirements 
for  raw  materials  and  the  prospects  for  supply  from 
domestic  and  overseas  sources.  Such  a  study  might 
well  indicate  the  need  for  new  national  policies  to 

provide  for  adequate  supplies  of  naterials  or  the  timely 
development  of  substitutes  for  any  whose  future 

availability  is  in  doubt. 

Curing  inflation  will  take  less  time  —  and 
cause  less  hardships  and  less  social  and  political 
disruption  if  fiscal  and  monetary  restraint  is 
accompanied  by  restraint  in  legislation  and  regulation 

that  increase  costs  to  consumers  and  add  to  the  strain 
on  available  resources.  Even  though  these  mandated 
uses  of  additional  resources  do  not  show  up  in  the 

federal  budget,  they  have  become  a  major  source  of 
excessive  demand. 
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About  10  percent,  as  has  already  been  said, 
of  annual  capital  expenditures,  or  about  $11  billion 

a  year,  is  now  going  to  meet  environmental  and  safety 
standards  for  plants  and  products.  None  of  these 
mandatory  expenditures  increases  productivity  or  adds 

the  capacity  needed  to  relieve  shortages  and  provide 
more  jobs  in  the  future  and  they  do  displace  investments 
needed  to  support  economic  growth . 

Current  and  proposed  new  safety,  emissions 
and  damage ability  standards  for  automotive  products 
for  1976,  1977  and  1978  model  cars  would  add  about 
$750  per  car  or  $8  billion  a  year  to  consumer 
expenditures  if  we  could  meet  all  of  them.  These 
standards  would  also  add  about  two  million  tons  a 
year  to  the  materials  required  of  the  automobile 
industry,  probably  would  increase  gasoline  consumption 
of  each  new  car  by  about  25  percent,  andvould  require 
more  than  $1  billion  of  fixed  investment  by  Ford  Motor 
Company  alone.  In  total,  these  increases  in 'demand  for 
materials , energy  and  capital  will  generate  substantial 
inflationary  pressure. 

It  is  essential  that this vhole  matter  of  new 
standards  of  all  kinds  affecting  costs  and  capital 
demand  be  reviewed  at  the  highest  levels  of  government. 
My  own  view  is  that  all  but  the  most  urgently  needed  nsw 
standards  should  be  deferred  starting  January  1,  1975  — 
by  administrative  action,  where  possible,  and  by 
Congressional  action,  where  new  standards  are  mandated 

by  legislation.  The  deferral  should  be  for  at  least 
five  years  so  that  long-lead  capital  expenditures  that 
would  otherwise  be  necessary  in  the  neai  future  can 
be  avoided.  This  would  help  also  to  get  inflation 
under  control  more  quickly  by  slowingprice  increases 
directly,  by  reducing  excessive  demand  for  materials 
and  energy  and  by  releasing  capital  needed  toexpand 
capacity  and  improve  productivity. 

Improving  public  safety  and  the  environment 
are  high  priority  national  goals.  During  the  nact  few 
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years,  however,  major  safety  and  environmental  gains 
willbe  produced  by  standards  already  in  effect.  By 

deferring  new  standards,  we  can  make  a  major 
contribution  to  the  struggle  against  inflation  in  return 
for  a  minor  slowing  of  safety  and  environmental  progress. 
In  view  of  the  social  and  economic  disruption  andthe 
political  strains  caused  by  inflation,  i  believe  we  have 
no  other  choice. 


I  say  inconclusion  that  if  labor  and  management 
and  government  cannot  operate  with  s elf-control ,  I  am 

sure  we  will  get  mandatory  controls  because  that  will 
be  the  demand  of  the  consumer. 


Thank  you. 

SECRETARY  DENT:  Thank  you,  Mr.  Ford. 
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We  call  on  Hr.  Herbert  Fisher. 

MR.  FISHER:  James  Way  Corporation. 

Mr.  Secretary,  thank  you  for  allowing  me  to  speak 
out  not  only  as  chairman  of  my  company,  the  James  Way 
Corporation,  but  also  as  chairman  of  the  mass  retailing 
institutes  which  through  its  growing  discount  department 
store,  members  last  year  sold  $36  billion  worth  of  merchandise 
to  almost  40  million  families.  In  the  past  we  have  been 
fortunate  to  be  able  to  create  for  the  average  family  of 
four  savings  ranging  from  $135  to  $145  per  year. 

By  virtue  of  self-service,  we  are  continuing  to 
do  so  but  with  inflation  jet-propelled,  as  it  appears  to  be, 
savings  of  $145  per  vear  become  more  and  more  infinite 
based  on  the  shopper's  disposable  income.  Some  industry 
and  inflationary  problems  are  graphically  illustrated  by  these 
examples . 


In  the  East,  utility  costs  are  up  40  percent  over 
last  year,  now  equivalent  to  almost  50  percent  of  present 
net  occupacy  costs.  Paper  bags  are  up  100  percent  over  last 
year.  Occupancy  costs  due  to  rising  building  costs  are  up 
25  percent.  The  cost  of  shopping  carts  alone  is  up  50  percent. 

Obviously,  these  costs,  unfortunately,  must  be  passed 
on  to  the  consumer  to  maintain  net  profit.  These  inflationary 
factors  are  much  higher  than  the  simple  10  to  12  percent 
double-digit  inflation  referred  to  by  the  economists. 

The  cure  is  not  simple  but  the  utility  companies 
for  one  must  have  the  cash  and  tax  advantages  to  expand 
research  and  development  facilities.  Also,  to  use  alternatives 
to  oil  controlled  by  the  Arab  nations.  If  cash  is  not  made 
available,  then  we  run  the  risk  of  seeing  our  democracy 
diluted  through  eventual  nationalization  of  utilities. 

Also,  encourage  cash  availability  so  that  the 
competition  can  thrive  in  all  facets  of  industry  to  maintain 
competitive  pricing,  the  American  way.  The  Government  must 
lead  the  way.  It  cannot  be  all  things  to  all  people  regarding 
high  interest  rates.  This  policy  has  worked  up  until  now, 
worked  well,  but  it  is  now  working  in  our  opinion  to  the  detriment 
of  shoppers  and  what  is  good  for  the  consumer  is,  of  course, 
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Also,  in  the  area  of  energy  problems  there  is  quite 
an  impact  there  in  increased  costs  and  uncertainty  of  supply 
and  actual  shortages.  In  response  to  your  specific  questions 
in  the  agenda,  I  would  like  to  deal  with  part  of  them  so  far 
as  your  policies  and  actions  in  the  fiscal  area.  I  believe 
there  should  be  a  cut  in  the  proposed  federal  spending  to  get 
the  budget  under  $3  billion  with  a  balanced  budget  in  the 
area  of  government  regulation. 

I  think  there  needs  to  be  a  quick  re-examination  of 
the  cost  benefits  of  some  of  these  government  regulations 
and  I  very  much  subscribe  to  the  deferral  until  some  of  these 
reevaluations  be  done  of  some  of  the  requirements  that  are 
most  expensive  and  detrimental  to  our  industrial  segment. 

I  would  like  to  also  add  in  connection  with  wage  and 
price  controls  that  these  are  very  damaging,  they  are  damaging 
and  with  the  benefit  of  hindsight  the  original  freeze  and 
controls  are  imposed  when  we  worry  about  three  and  five  percent 
inflation.  I  think  most  of  us  wish  we  were  back  there  again 
without  controls. 

In  the  international  area  we  obviously  need  better 
mechanisms  to  assure  a  long-term  stability  of  long-term 
supplies  including  oil 

Mr.  Secretary,  if  I  might  concentrate  my  comments 
now  on  construction  —  my  own  industry. 

Going  back  to  1970  and  1971  great  progress  was  made 
in  labor  management  relations  in  the  construction  industry. 

This  was  originally  brought  about  by  presidential  action  with 
the  creation  of  CISC,  the  Construction  Industry  Stabilization 
Commission  well  before  the  original  freeze  on  the  total  economy. 
Great  progress  was  made  since  then  but  since  May  1974,  when 
CISC  was  abandoned  with  the  abandoning  of  all  the  economic 
stabilization  controls.  All  the  good  work  that  has  gone  on 
in  this  intermediate  time  has  gone  down  the  tubes  in  my 
opinion . 


Since  May  through  September  the  average  increases 
of  construction  wages  and  fringes  has  run  about  10-1/2  percent. 
There  are  cases  where  one  craft  got  26  percent  in  California 
and  in  Texas  to  common  laborers  got  22  percent. 
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good  for  our  industry. 

The  question,  I  believe,  boils  down  to  this;  We 
are  going  to  see  our  government  keeping  the  wheels  of  industry 
churning  with  constructive  policies  or  are  we  going  to  see 
our  government  surround  our  country  in  the  fight  against 
inflation  through  simplistic  and  regressive  means  that 
deprive  millions  of  our  fellow  Americans  jobs,  that  could 
force  thousands  of  companies  from  the  largest  to  the  smallest 
into  the  vicious  cycle  of  bankruptcies. 

The  continued  policy  of  tight  money  and  high 
interest  rates  should  stop  or  it  will  disrupt  the  American 
life  and  serve  as  a  threat  to  our  own  society.  On  the  other 
hand,  by  releasing  money,  lowering  interest  rates,  we  will 
install  in  the  hope  and  the  hearts  of  all  people  and  provide 
money  to  keep  American  industry  moving  forward. 

Thank  you. 

SECRETARY  DENT:  Thank  you,  Mr.  Fisher. 

We  now  call  on  Mr.  Bechtel. 

MR.  BECHTEL:  Thank  you,  Mr.  Secretary. 

Our  economic  outlook  is  difficult  and  unprecedented. 

I  think  we  must  recognize  in  looking  at  solutions  that  our 
economy  is  closely  tied  to  that  of  the  rest  of  the  world 
and  there  are  no  quick,  simple  or  easy  solutions. 

There  are  many  strong  negative  forces  currently 
in  the  United  States  economy. 

I  would  like  to  cite  three  which  in  my  opinion  are 
three  of  the  most  important.  First  is  lack  of  productive 
capacity  particularly  for  many  industrial  products. 

Secondly,  is  the  impact  of  government  regulations 
in  the  environmental  protection,  safety  and  consumer  protection 
area. 


I  hasten  to  add  they  are  not  all  bad.  They  do  add 
substantial  costs,  losses  of  profit  and  increased  prices. 
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These,  I  believe,  are  going  to  create  a  great 
problem  not  only  for  our  own  industry  in  the  balance  of 
this  year  but  for  all  of  industry  and  we  are  right  back  where 
we  were  in  1969  and  1970  unless  something  is  done  very 
soon  about  this. 

I  do  not  put  all  the  blame  on  construction  labor 
or  the  unions.  I  think  our  contractors  and  management 
are  very  much  in  agreement  on  this  matter  also,  but  our 
industry  is  so  fragmented. 

I  would  like  to  suggest  that  there  again  be 
personal  involvement  by  the  President  and  the  Federal 
Government.  The  President  called  Dr.  John  Dunlop  or  Bill 
Usery  to  study  and  establish  a  Construction  Independent 
Manpower  Information  Cneter  which  I  can  provide  more 
details  on. 


Secondly,  after  consultation  with  the  various 
parts  of  the  industry  and  the  construction  users,  they 
try  to  reestablish  some  part  of  tri-party  commission. 

We  have  problems  in  the  equipment-material  area 
and  in  this  area  it  really  gets  down  to  lack  of  productive 
capacity,  investments  —  and  this  gets  down  to  allowing 
tax  incentives  in  a  proper  rate  of  return  to  the  industries 
that  need  to  have  this  capacity. 

Mr.  Secretary,  I  won't  cite  them  all.  I  talk 
about  the  government  regulations.  There  is  public  inter¬ 
ventions,  some  of  which  are  responsible  and  productive  but 
much  of  it  is ,  I  think,  very  detrimental  to  projects  going 
ahead  on  an  orderly  basis. 

I  would  like  to  suggest  a  crash  study  by  0MB  to 
study,  1)  the  extent  of  interferences;  2)  cost  of  inter¬ 
ferences;  3)  delays  of  interferences;  4)  mechanism  to 
elevate  trade-offs;  and  5)  mechanism  to  adjudicate,  which 
is  where  the  public  interest  really  lies. 

I  could  talk  quite  a  bit  about  the  energy  problems , 
that  is  another  major  subject,  but  I  think  as  you  know, 
many  of  us  have  a  meeting  starting  on  Monday  and  I  suggest 
that  you  all  turn  in  on  that. 


Thank  you . 
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SECRETARY  DENT:  Thank  you,  Mr.  Bechtel. 

Samuel  Johnson. 

MR.  JOHNSON:  Johnson  Wax. 

Mr.  Secretary,  I  just  have  a  simple  list  of  my 
priorities  that  will  help  control  inflation  and  hopefully 
get  the  economy  back  on  the  track. 

Number  one ,  we  have  to  reduce  government  expenditures 
that  is  the  most  important,  single  source  of  inflationary 
pressure . 


Point  two,  we  can't  drift  back  into  controls,  they 
don't  work  and  they  destroy  confidence. 

Point  three ,  I  think  we  should  continue  the 
reasonably  tight  money  policy.  I  think  there  are  more  risks 
and  major  changes  than  there  are  to  continue  them  as  is. 

Point  four,  we  have  to  allow  our  national  and 
multi-national  corporations  to  compete  more  effectively 
here  and  abroad  by  no  new  tax  or  other  regulations  on 
the  part  of  our  government  because  our  strength  in  our  economy 
is  based  on  our  ability,  our  unique  ability  of  our  companies 
to  compete  in  the  global  markets. 

Point  five,  my  final  point,  I  think  we  need  incentives 
to  redirect  public  and  private  resources  to  the  most  important 
social  priorities  in  this  country.  Housing  for  people,  for 
restoration  of  our  cities  and  upgrading  the  possibilities 
of  the  poor. 


Thank  you  very  much. 
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SECRETARY  DENT:  Thank  you. 

We  now  call  on  Hr.  Jones. 

MR.  JONES:  Mr.  Secretary,  many  of  the  government 
programs  that  have  taken  shape  in  the  last  decade  have  been 
termed  by  corporate  America  "social  programs."  This  label 
hides  the  tremendous  economic  importance  of  these  programs 
to  blacks  and  other  minorities  —  and  to  the  nation  as  a 
whol  e  . 


The  National  Association  of  Black  Manufacturers 
fears  that  as  the  govenrment  sector  and  corporate  America 
become  more  preoccupied  with  problems  of  inflation,  shortages 
of  materials  and  tight  money,  they  will  tend  to  use  their 
own  problems  as  a  rationale  to  decrease  efforts  in  areas  that 
are  designed  ^ o  benefit  minorities. 

The  National  Association  'of  Black  Manufacturers 
recognizes  that  tie  probable  method  that  will  be  used  to  slow 
the  present  inflationary  aspects  of  the  economy  will  be  to 
decrease  federal  spending.  We  are  concerned  then  about 
the  resulting  increase  in  unemployment  for  blacks  and  other 
minorities . 

Compensating  programs  to  deal  with  unemployment 
msut  be  pursued  with  vigor  before  a  six  percnet  level  of 
unemployment  is  reached  nationally,  and  it  is  generally  recog¬ 
nized  that  this  six  percnet  level  translates  to  twenty  percent 
in  black  ghettos. 

Efforts  that  reduce  government  spending,  and  thereby 
cause  increased  unemployment  for  minoriteis,  must  be  carefully 
structured  so  as  not  to  destroy  the  hard-won  achievement  of 
minority  companies  in  businesses  over  the  past  decade  .  We 
believe  that  programs  to  alleviate  and  prevent  any  substan¬ 
tial  retrenchment  for  black  and  other  minority  companies  must 
get  underway  now. 

Public  service  employment  programs  that  are 
attempting  to  alleviate  the  high  unemployment  level  must  be 
urged  to  utilize  minority  owned  and  operated  businesses  when¬ 
ever  possible.  This  method  may  well  prove  to  be  lest  costly 
than  direct  government  employment  policies  because  it  would 
tned  to  encourage  competition,  thus  limiting  costs. 
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This  method  also  has  the  advantages  of  building 
the  minority  business  economy  and,  at  the  same  time, 
discouraging  the  enlargement  of  an  already  huge  governmental 
structure . 


More  of  our  specific  concerns  are: 

1.  High  Interest  Rates.  The  present  high  interest 
rates,  caused  in  part  by  the  government's  efforts  to  lessen 
inflation,  hurt  the  small  business  by  increasing  its  costs 
while  at  the  same  time  making  credit  less  available. 

Under  the  government's  program  to  lessen 
inflation,  the  level  of  guarantees  on  loans  to  small  busi¬ 
nesses  should  be  increased  so  that  the  growth  of  small  busi¬ 
nesses  can  be  maintained  in  proportion  to  the  growth  rate  of 
the  economy. 

Minority  businesses  are  young  and  most  often  of 
marginal  profitability;  they  are  especially  impacted  detri¬ 
mentally  by  these  high  interest  rates.  The  government  must 
therefore  increase  its  efforts  to  make  financing  availabile 
to  minority-owned  companies . 

2.  Reduction  of  Minority  Contracting  Efforts. 

It  should  be  expected  that,  as  the  unemployment  rate  rises 
and  the  number  of  minoriteis  on  the  payroll  of  corporate 
America  decreases,  efforts  to  cut  back  on  minority  subcon¬ 
tracting  efforts  will  follow. 

It  is  especially  importnat  that  the  government 
maintain  its  diligence  in  enforcing  equal  opportunity 
for  minorities  in  all  aspects  of  business,  particularly  the 
subcontracting  efforts  as  authorized  under  Title  41  of  the 
Federal  Procurement  Regulations  ( FPR)  and  under  the  Armed 
Services  Procurement  Regulations  (ASPR) . 

3.  Government  Contract  Trap.  Many  of  the  com¬ 
panies  in  tie  National  Association  of  Black  Manufacturers 

have  a  problem  in  common  with  other  small  businesses  when  they 
are  doing  business  with  the  federal  government,  and  a  dispro¬ 
portionately  large  number  of  them  are . 
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In  most  cases,  the  contracts  for  supplies  or  ser¬ 
vices  are  of  the  fixed-price  type.  Due  to  the  present  escal 
at ion  m  material  cos ts ,  these  companies  are  being  squeezed 
into  unprofitability  because  they  a?e  not  able  to  "pass  on" 
unexpected  increases  or  to  "justify"  a  proper  rate  of 
escalation . 


Because  small  businesses  usually  can  not  take  the 
severe  losses  as  are  now  likely  under  the  present  economic 
conditions,  it  seems  time  for  the  government  to  urn,  as  a 
matter  of  policy,  to  cost-plus  type  contracts  for  small 
businesses . 


Some  additional  ways  to  protect  the  interests  of 
minorities  during  the  period  of  use  of  Public  Service  Pro¬ 
grams  are  as  follows  : 


Maintain  existing  business  development  programs 
in  the  Small  Business  Administration.  The  8(a)  Program 
efforts  should  be  increased.  Programs  in  the  Department  of 
ommerce  designed  to  stimulate  minority -owned  businesses 
should  be  maintained.  The  programs  create  incentive  in 
minorities  to  develop  business  expertise  and  a  greater 

competitive  spirit  to  do  business  in  the  American  business 
mainstream . 


^und  a  commission  to  coordinate  and  police 
minority  business  programs. 


,  .  3*  Enact  legislation  giving  minorities  a  clear 

ega  right  to  business  development  programs . 
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SECRETARY  DENT:  Thank  you,  Mr.  Jones. 

We  call  on  Mr.  Lewis. 

MR.  LEWIS:  David  Lewis,  General  Dynamics. 

Mr.  Secretary,  I  appreciate  the  opportunity 
to make  the  following  recommendations  for  action.  As 
you  can  see ,  most  are  aimed  at  improving  industrial 
productivity  and  rebuilding  the  confidence  of  the 
American  people. 

Number  one,  the  federal  budget  for  fiscal 
1975  should  be  balanced  at  the  $300  billion  level. 

This  may  be  difficult  in  the  remaining  six  to  nine 
months.  However,  with  strongaction  now  the  fiscal  1976 
budget  can  be  balanced  at  the  same  level. 

I  believe  the  budget  can  be  balanced  by 
constructive  reductions  in  government  expenditures 

without  tax  increases.  There  should  be  a  gradual 
easing  of  the  Fed's  current  tight  money  policy; 
however,  there  should  be  some  procedure  set  up  to 

insure  that  the  increased  money  supply  is  channeled 
into  areas  of  capital  facility  expansion  designed  to 
improve  industrial  productivity. 

Much  stronger  tax  or  other  incentives  for 

facility  expansion  should  be  established  and  very 
quickly . 


The  government  should  immediately  relax  their 
zealous  implementation  ofthe  various  consumer,  environ- 
mental,  OSHA  and  other  regulations  where  heavy  capital 
expenditures  are  required  in  non-productive  areas . 

The  government  should  continue  and  accelerate 
its  efforts  to  assist  and  encourage  American  business 
in  its  foreign  sales  activities. 

The  Congress  and  the  Administration  should 
exercise  great  care  in  tie  allocations  within  the 

budget  to  insure  that  worthwhile  government  finance 
programs  carried  out  by  highly  productive  free 
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enterprise  industry  are  not  replaced  by  low  productivity 
make-work  programs  of  the  social  welfare  agencies. 

Our  responsible  labor  leaders  should  take 
aggressive  action  to  convince  their  memberships  to 
the  simple  fact  that  it  is  in  their  best  interests 
to  eliminate  the  terribly  inefficient  work  practices 
which  are  becoming  more  prevalent  every  day. 

Last,  the  government,  labor  and  industry 
should  work  together  with  the  full  support  of  our 
highly  effective  media  of  this  country  to  encourage 
the  American  people  tomake  the  necessary  personal 
sacrifices  andtorebuild  their  confidence  that  the 
American  free  enterprise  system  operating  i  n  a  free 
economy  is  the  best  solution  to  our  inflation  problems. 


Thank  you. 

SECRETARY  DENT:  Thank  you,  Mr.  Lewis. 

We  call  on  Dr.  Lazer. 

DR.  LAZER:  William  Lazer  of  Michigan  State 
University  . 


Mr.  Secretary,  thank  you  for  this  invitation  and 
the  opportunity  to  comment  hurriedly  on  a  few  economic 
issues  and  consumer  concerns. 

While  shortrun  actions  can  be  taken  to  curb 
and  limit  inflation,  it  is  the  longrun  economic  and  political 
commitments  that  are  required  to  achieve  solutions.  There 
is  no  ideal  bromide  for  handling  our  problems  of  inflation. 
The  major  question  becomes  how  will  various  sectors  of 
our  society  bear  the  inflation  burden? 

It  should  be  generally  accepted  that  the  long-run 
monetary  supply  policies  should  be  increased  to  parallel 
the  long-run  growth  of  goods ,  three  percent  to  four  percent 
per  year.  For  over  the  past  two  years  our  money  supply 
realized  an  estimated  inflationary  avarage  annual  growth 
rate  of  approximately  7.4  percent.  Recent  actions  have 
resulted  in  lowering  the  current  rate  to  about  5.5  percent. 
They  should  be  continued  to  reduce  the  rate  even  further. 
However,  volatile  and  rapid  adjustments  in  monetary  supply 
should  be  avoided  because  they  bring  severe  economic 
dislocations . 
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Selective  exceptions  to  this  general  policy  should 
be  considered,  as  for  example  in  the  housing  market.  Here 
the  real  impact  of  tight  monetary  policy  on  housing  and 
rents  will  be  revealed  as  housing  completions  continue 
to  widen  the  gap  with  housing  starts  and  unemployment 
and  rents  rise  further. 
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Our  rising  unemployment,  a  traditional  tradeoff  for 
dampening  inflation,  is  of  immediate  concern. 

To  ease  demand  pressures,  a  temporary  tax  increase 
seems  warranted  at  this  time.  The  tax  burden,  however, 
should  fall  on  the  middle  and  upper  income  levels. 

Attention  must  again  be  redirected  to  the  energy 
situation.  The  current  availability  of  gasoline  and  the 
attention  paid  to  other  economic  matters  have  meant  that 
energy  has  been  shifted  to  an  unrealistically  lower-order 
prioriry . 


In  essence,  energy  has  been,  and  will  continue 
to  be  a  major  upward  inflationary  factor.  Our  nation's 
stance  regarding  petroleum  and  coal,  particularly  should  be 
given  precedence  and  where  possible  adjusted  for  short-run 
economic  impact . 

_ It  is  now  widely  acknowledged  that  inflation  will 
continue  in  the  short-run,  prices  will  rise  and  consumer 
incomes  will  be  further  eroded.  Concurrently,  consumers 
perceive  businesses  and  farmers  to  be  enjoying  rising 
profits.  The  fact  that  certain  profit  increases  may  be 
warranted  and  beneficial  in  the  long-run,  coupled  with 
great  consumer  misconceptions  about  the  real  size  and 
amounts  of  profits,  complicates  the  situation. 

At  the  same  time ,  consumers  see  new  price 
increases  being  posted. 


The  past  reaction  of  American  consumers  to  periods 
of  inflation  has  been  to  increase  savings ,  to  dampen  expen¬ 
ditures  and  ultimately  realize  a  beneficial  effect.  During 
periods  of  extremely  high  inflation,  however,  —  which  is 
more  characteristic  of  our  current  situation  and  expected 
short-run  future  —  consumers  tend  to  move  to  goods  from 
money.  They  are  increasingly  tempted  to  buy  now,  stimulate 
demand  further,  and  unwittingly  act  in  a  manner  to  aggravate 
inflation. 


276 


Now,  for  a  few  consumer  concerns.  Inflation  to 
the  consumer  means  basically  three  things: 

First,  the  erosion  of  income  and  acquired  standard 
of  living;  second,  the  dampening  of  normal  expectations  of 
increasing  their  economic  status;  and  third,  some  loss  of 
consumer  confidence  in  our  economic  system.  Consumers 
rightly  or  wrongly  perceive  enjoying  rising  profits.  At 
the  same  time  consumers  see  new  price  increases  being 
posted . 


Statements  by  our  leaders  further  reinforce  the 
idea  that  if  you  think  prices  are  high  now,  wait  until 
you  see  next  year’s  model. 

Consumers  now  have  a  lack  of  confidence  in  our 
economy.  They  react  out  of  fear.  Consumers  in  periods  of 
mild  inflation  have  increased  savings  and  that  was  healthy. 
However,  if  you  study  periods  of  great  inflation,  you  will 
find  that  consumers  then  tend  to  move  to  goods  from  money 
and  this  tendency  to  buy  now  stimulates  demand  further 
and  unwhittingly  acts  in  a  manner  to  aggrevate  inflation. 

I  think  that  if  the  Federal  Government  can  do  more 
to  increase  supply  of  goods  and  services  available,  more 
attention  must  be  directed  to  methods  of  stimulating 
productivity  by  providing  incentives  such  as  tax  rebates. 

An  independent  productivity  agency  should  be 
established  in  the  United  States  with  Government  backing. 

I  think  that  the  actions  and  impact  of  speculators  on  prices 
of  goods  and  on  prices  and  supply  would  be  helpful  in 
making  inflation-curbing  decisions. 

A  comprehensive  review  of  current  and  wholesale 
prices  of  commodities  should  be  conducted  by  methods  of 
increasing  these  supplies  maintained,  and  those  commodities 
that  experienced  the  greatest  price  increases  could  be 
actually  increased  and  we  could  combine  these  methods  of 
decreasing  the  use  of  these  commodities  and  redesigning 
products.  To  foster  competition  the  government  should 
review  and  eliminate  many  of  the  existing  import  quotas 
where  materials  and  products  are  in  short  supply,  investment 
should  be  encouraged. 
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Government  programs  that  limit  competition  have 
considerable  impact  on  prices  as  do  rules  and  regulations. 

Cost  benefit  analysis  of  these  programs  should  be  performed. 
With  regard  to  income  and  savings  we  must  remember  if  we 
expect  inflation  for  the  next  few  quarters  —  consumers 
should  be  encouraged  to  increase  their  savings  and  regulations 
can  be  changed  to  do  this  such  as  taxation  on  interest 
realized  from  savings  having  that  eased  up  and  permitting 
other  savings  institutions  to  pay  competitive  rates. 

Mr.  Secretary,  X  thank  you  for  this  opportunity. 

We  must  generate  committments  which  we  have  not  to  date. 

I  think  the  Congress  and  you  are  to  be  commended  for  the 
actions  you  have  taken  with  regard  to  these  meetings. 

SECRETARY  DENT:  Thank  you,  Dr.  Lazer. 

We  will  now  adjourn  for  a  coffee  break. 

Resume  here  at  10:50. 

(Coffee  break. ) 
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SECRETARY  DENT:  Next  we  will  hear  from 
Mr.  Meeker. 

MR.  MEEKER:  Hobart  Manufacturing. 

I  have  not  caught  up  with  my  invitation 
from  tli e  President.  I  was  a  little  off  base  this 
past  few  weeks  in  northern  Michigan.  So,  I  did  not 
have  the  opportunity  to  prepare  a  formal  statement, 
but  I  do  want  to  commend  you  and  the  Congress  and 
the  President  for  calling  this  meeting. 

I  think  it  is  most  important  and  most  timely. 
I  feel  that  one  of  the  great  benefits  from  it  can  be 
the  fact  that  the  press  and  our  news  media  will 
recognize  the  importance  of their  accurate  portrayal 
of  business  news  and  also  the  factual  aspects  of  it. 

I  realize  it  is  not  as  interesting  sometimes 
as  the  more  sensational  things,  but  I  think  for  the 
good  of  our  economy  and  forthe  good  of  the c ountry  and 
business  in  general,  they  must  realize  that  they  are 
serving  a  very  important  position  in  getting  to  the 
general  public  the  true  story  of  business  and  its 
importance  to  jobs  and  to  all  of  the  various  aspects 
of  our  n ational economy . 

I  cannot  help  but  think  of  an  old  story  of 
the  ladies  at  the  bridge  party.  One  of  the  members 
did  not  attend  that  day.  She  was  apparently  away  on 
some  extracurricular  activities.  The  girls  decided 
to  go  into  a  little  commentary  about  her.  They  laid 
her  out,  ripped  her  up  one  side  and  down  the  other  and 
said,  "Mary  does  have  a  good  side,"  and  they  said, 

"It  is  not  nearly  as  interesting." 

That  can  be  somewhat  true  of  some  of  the 
things  we  read  in  the  press,  b  ut  I  am  sure  our  press 
representatives  here  recognize  it  is  very  important 
to  our  whole  country  that  a  careful  weighing  of  the 
portraying  of  business  news  is  made  and  I  think  by 
having  them  a  ttend  this  neeting  it  v/ill  be  very 
helpful  in  that  regard. 
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I  expect  to  attend  a  meeting  tomorrow  and 
all  next  week  with  foreign  representatives  who  arrived 
safely  last  night  from  all  over  Europe,  andwe  are 
having  a  series  of  meetings  and  discussing  the  question 
of  m  ultinational  corporations'  operations  as  to  how 
various  tilings  affect  our  operations. 

We  have  been  inthe  sales  and  distribution  and 
foreign  countries  over  60  years  and  in  manufacturing 
over  50.  We  primarily  went  into  it  in  order  to  assure 
our  operations  in  America  would  not  be  intruded 
upon  by  competition  inthe  foreign  lands  that  would  be 
developed  from  copying  or  duplicating  our  products  over 
there . 


So,  I  think  it  has  proven  in  our  case  that 
by  having  strong  companies  in  the  ma jorcountries  that 
we  have  been  able  to  take  care  of  the  d  emands  there 
and  at  thesametime  have  a  \cry  decided  effect  on  the 
balance  of  payments  from  the  standpoint  of  our  smaller 
companies  and  many  of  the  larger  companies  have  had  a 
tremendous  effect  on  our  baLance  of  payments. 

The  thing  that  I  am  most  concerned  about  is 
some  of  the  new  thoughts  in  the  IRS  are  not  going  to 
disturb  things  to  the  point  where  nobody  kiows  what  is 
going  to  happen  for  a  period  of  time  and  now  we  should 
be  working  on  certain  certainties  and  certain  rules  that 
we  know  will  at  least  be  in  existence  for  a  reasonable 
period  of  time  so  we  know  how  to  calculate  our  p Ians. 

SECRETARY  DENT:  Thank  you,  Mr.  Meeker. 

We  now  call  on  Mr.  Morgens. 

MR.  MORGENS:  I  want  to  use  my  few  minutes 
to  state  what  I  believe  to  be  the  fundamental  cause 
of  our  inflation  and  the  fundamental  way  to  correct  it. 
Others  have  mentioned  these  points  but  I  would  like  to 
reemphasize  them  because  unless  everyone,  including  the 
public,  understands  the  basic  cause  and  cure  of  inflation, 
there  can  be  little  real  progress  in  solving  the  problem. 
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The  fundamental  cause  of  our  inflation  is  that  the  supply  of  money  in  this  country 
has  been  increased  at  a  much  faster  rate  than  the  supply  of  goods  and  services 
which  that  money  will  buy.  In  the  past  10  years  —  from  1963  to  1973  —  our 
total  money  supply  has  been  increased  about  120$  whereas  the  goods  ana  services 
that  this  nation  produces  have  increased  only  about  50$.  This  represents 
inflation  almost  by  definition. 

The  money  supply  had  to  be  increased  to  an  excessive  degree  in  order  to  provide 
for  the  Government's  deficit  spending  and  for  its  many  credit-guarantee  programs. 
This  was  the  only  way  that  this  spending  and  these  credit  programs  could  be 
accommodated.  Clearly,  our  government  has  been  trying  to  accomplish  too  much 
too  fast.  When  this  happens,  instead  of  the  Government  programs  helping  people, 
they  end  up  hurting  people  through  inflation. 

If  one  accepts  this  as  the  underlying  cause  of  our  inflation,  then  it  follows  that 
the  way  to  correct  our  problem  is  to  remove  its  underlying  cause.  Our  inflation 
will  not  go  away  until  the  supply  of  money  can  be  made  to  move  forward  over  a 
period  of  time  at  approximately  the  same  rate  as  our  capacity  to  produce  goods 
and  services.  And  that  can't  be  achieved  without  balanced  budgets  and  sound 
fiscal  policies. 

Some  will  say  that  this  is  an  oversimplification.  To  some  degree  it  is.  But 
if  we  are  to  understand  our  problem,  it  is  better  to  oversimplify  it  than  to  make 
it  overly  complicated. 

Certainly  other  factors  have  added  to  our  rising  prices. —  such  as  disappointing 
harvests,  the  increase  in  the  price  of  imported  oil,  the  devaluation  of  the 
dollar,  etc.  but  they  are  not  the  basic  cause  of  our  inflation.  Also,  whether 
we  have  cost-push  or  demand— pull  inflation  —  and  we  have  had  both  —  does  not 
affect  its  underlying  cause. 
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Sometimes  we  try  to  explain  our  rising  prices  here  in  the  United  States  by 
saying  that  it  is  part  of  a  worldwide  inflation.  However,  in  the  past  10  years, 

— YeT.Y  major  industrial  country  has  increased  its  money  supply  at  a  much  faster 
rate  than  it  was  able  to  increase  its  goods  and  services.  In  all  these  countries, 
the  governments  have  resorted  to  deficit  financing  almost  as  a  way  of  life  just 
as  we  have  here  in  the  United  States.  The  result  is  a  worldwide  inflation. 

This  raises  a  difficult  question.  Are  the  political  and  social  pressures  so 
great  in  every  present-day  democracy  that  no  government  can  resist  spending  more 
money  than  it  takes  in?  If  democratic  governments  can't  resist  doing  this, 
then  we  are  indeed  doomed  to  continued  inflation. 

I  have  to  believe  that,  at  least  in  this  country,  our  government  is  capable  of 
the  self-discipline  needed  to  bring  about  balanced  budgets.  These  would  in  turn 
permit  the  long-term  growth  in  our  money  supply  to  move  at  approximately  the 
same  rate  as  the  growth  in  our  capacity  to  produce.  However,  I  believe  these 
things  can  be  done  only  if  the  people  of  this  country  understand  the  main 
reason  for  our  inflation.  To  develop  this  public  understanding  and  to  create 
this  resolve  is,  I  believe,  one  of  the  purposes  of  these  Summit  Conferences. 

If  our  government  can  control  its  spending,  it  will  set  an  example  for  other 
countries  to  follow.  If  it  can’t,  our  inflation  will  feed  on  itself  and  I  don't 
think  it  is  too  much  to  say  that  it  can  eventually  destroy  our  free  society. 

Although  I  believe  the  fundamental  cause  of  our  inflation  and  the  fundamental  way 
to  correct  it  can  be  identified  and  expressed  very  simply,  I  am  well  aware  that 

the  actual  process  of  correcting  it  is  not  so  simple  either  from  an  economic 
or  political  standpoint. 
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Many  have  expressed  the  view  that  if  we  try  to  correct  the  inflation  too  quickly, 
we  can  bring  about  a  real  depression.  I  agree,  but  this  need  not  and  must 
not  happen.  However,  if  we  move  too  gradually  to  curb  inflation,  we  may  not 
succeed  at  all.  Americans  are  an  Impatient  people.  If  the  inflation  isn’t 
corrected  with  reasonable  speed,  I  fear  there  will  again  be  demands  for  wage 
and  price  controls,  which  will  only  compound  our  problems  and  make  them  much 
worse  than  they  are  now. 

The  process  of  curing  inflation  will  not  be  pleasant.  It  can  be  more  difficult 
for  some  parts  of  our  society  than  for  others  so  we  must  endeavor  to  spread 
any  hardship  as  evenly  as  possible.  If  too  much  unemployment  develops,  the 
unemployed  must  certainly  be  helped.  If  the  low-income  groups  suffer  more  than 
others,  they  should  have  some  special  tax  relief.  The  housing  industry,  for 
another  example,  is  suffering  right  now  more  than  most  other  industries  and 
it  may  also  require  some  special  help.  The  danger  is  that  our  government 
will  become  so  bogged  down  in  the  question  of  how  to  spread  the  sacrifice  equally 
that  nothing  adequate  will  happen.  However  unpleasant  the  cure  may  be,  it 
will  not  be  as  painful  —  or  as  inequitable  —  as  continued  inflation.  And  the 

cure  is  not  likely  to  be  any  more  agreeable  if  it  is  dragged  out  for  too  long 
a  time. 

I  do  not  want  to  disassociate  myself  from  many  of  the  measures  proposed  at 
previous  conferences  to  help  increase  our  production  capacity.  Since  we  believe 
the  rate  of  increase  in  the  money  supply  must  be  kept  approximately  in  line  with 
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the  increase  in  our  supply  of  goods  and  services,  obviously  any  measures  that 
will  encourage  investment  in  production  capacity  will  help  to  reduce  inflation. 
However,  if  the  fundamental  cause  of  our  inflation  is  removed,  I  feel  confident 
that  our  free  market  economy  will  provide  the  main  stimulus  to  building  the 
productivity  of  the  nation. 

Since  this  brief  statement  is  devoted  primarily  to  the  basic  cause  and  cure  of 
inflation  as  opposed  to  quick  temporary  measures,  I'll  again  state  my  conviction 
that  the  fundamental  requirement  for  controlling  inflation  is  to  bring  about 
balanced  Federal  budgets  as  quickly  as  possible.  In  this  connection,  it  should 
be  noted  that  a  cut  in  the  Federal  budget  does  not  mean  a  cut  in  spending. 

Even  if  $5  billion  is  cut  from  this  fiscal  year's  budget,  as  has  been  suggested, 
there  would  still  be  an  actual  increase  in  Federal  spending  this  year,  compared 
to  last  year,  of  $32  billion!  And  in  all  probability,  there  would  still  be  some 
deficit  this  year.  However,  next  fiscal  year's  budget  —  which  I  assume  is 
under  preparation  right  now  —  should  clearly  be  in  full  balance.  In  fact,  I 
believe  the  Government  should  aim  at  a  surplus  in  its  1975/76  budget  so  as  to 
assure  a  full  balance. 

I  further  believe  it  will  be  necessary  to  maintain  a  restrictive  monetary  policy 
while  efforts  are  being  made  to  bring  the  Federal  budgets  into  balance.  This  does 
not  mean  that  the  very  recent  policy  of  near  zero  growth  in  the  money  supply  should 
be  maintained.  It  should  be  eased  but  not  to  the  point  where  it  ceases  to  be 
restrictive.  Once  there  is  evidence  that  a  sound  fiscal  policy  is  being  implemented, 
our  money  supply  can  safely  move  forward  at  approximately  the  same  rate  as  our 
productive  capacity. 

If  we  really  want  to  lick  inflation  in  this  country  —  and  I  am  confident  that  we 
can  these  measures  should  not  be  too  much  to  ask  of  our  government. 
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SECRETARY  DENT:  Thank  you,  Mr.  Morgens. 

We  now  call  on  Mr.  Roosevelt. 

:iR *  ROOSEVELT:  Mr.  Secretary,  my  former 
colleagues  and  Members  of  the  Congress,  I  would  like 

to  zero  in,  if  I  may,  on  the  small  business  segment 
of  trie  economy.  ^ 

I  had  a  particular  interest  during  the  years 
that  I  was  in  Congress  serving  on  the  House  Small 
usiness  Committee  as  well  as  the  Committee  on  Education 
and  Labor  and  that  is  my  business  today. 

1  belleve  that  many  of  you  around  the  table 
who  are  tie  executives  of  large  companies  would  testify 
that  you  rely  to  a  great  extent  on  small  business  in 
making  your  own  enterprises  successful.  The  fact  is 

are  miUi°n  businesses  in  the  United  States 

are  small  businesses,  and  thatthey  actually  contribute 

rro“nde43een  ”  t0  f  PerCent  Gross  National 

rroduct  and  43  percent  of  the  gross  business  production. 

I  think  it  has  already  been  said  that  39  million 
mericans  produce  somewhere  around  $400  billion  worth  of 

attention  ^  ****'  We  d°n  ' ^  very  much 

suffers* list  Whict"  P-sent  conditions 

credit  ^ ' t  9°  t0  the  bank  and  <*et  anY  long-term 

credit.  They  cannot  go  public  in  their  financing  for  the 

same  reasons  that  affect  so  much  of  the  economy  Lday 

et,  we  have  available,  if  we  would  use  it,  the  machinery 
to  produce  productivity  in  this  area.  ^ 


As  I  have  listened  today,  the e mphasis  has  been 
on  productTVTty.  The  Small  Business  Administration  was?  of 
course,  created  to  help  small  businesses  primarily  I 
happen  to  believe  it  has  gotten  off  the  track  in  disaster 
n  areas  which  has  taken  so  much  of  its  time. 

I  would  like  to  see  developed  today,  if™  want 
a  marrrage  between  the  Small  Business  Administration  and  ’ 
the  private  sector  which  must  in  essence  provide  the 

??odu?ti??t?St  thlS  SI"a11  business  ^tribute  really  to 
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There  is  such  a  thing  in  the  existing  law  as 
guaranteed  loans  but  they  have  never  really  been  used  to 
go  out  and  raise  then  necessary  capital  because  of  the 
f^-Ct  that  the  control  of  the  loan  and  credit  policy  was 
not  given  to  the  private  sector.  It  was  left  in  the 
government  sector  which  I  happen  to  believe  is  wrong. 

I  also  believe  that  it  would  be  possible  today 
to  create  —  in  fact,  I  know  it  is  possible  —  to  create 
in  the  private  financial  sector  a  system  whereby  these 
monies  which  are  needed  could  be  highly  turned  over 
and  provide  a  tremendous,  increase  in  employment  as 
well  as  straight  productivity. 

Now  it  is  not  an  entirely  new  concept ,  of  course . 
The  FHA  and  FNMA  and  the  construction  industry  was  for  and 
has  been  used  in  very  much  the  same  way  at  least  in  basic 
principle . 


So  I  would  urge,  Mr.  Secretary,  that  there  be 
appointed  at  the  earliest  possible  time  a  panel  of,  let 
us  say,  three  to  five  people  representing  the  financial 
private  community  which  is  going  to  provide  the  capital 
to  revise  and  to  go  over  and  to  see  what  changes  are 
needed  in  the  present  small  business  administrative 
structure  because  you  are  going  to  have  some  opposition 
if  you  try  to  take  away  from  government  the  right  to  control 
the  credit  and  loan  policies  that  should  be  set  up. 

I  think  we  could  reduce  the  budget  incidentally 
by  setting  out  some  of  the  more  or  less  incompetent  people 
in  the  government  in  this  area  today.  But,  on  top  of  that, 

I  also  believe  very  strongly  that  if  we  attack  these  problems 
quickly,  they  can  be  a  contributing  source  to  a  fairly 
quick  contribution  toward  this  increased  productivity. 

I  have,  Mr.  Secretary,  placed  in  the  record  the 
detailed  agenda  which  I  would  hope  this  panel  would  attend. 

First ,  I  think  we  need  to  have  on  that  panel  the 
private  financial  sector.  We  should  certainly  have  the 
administrator  of  Small  Business  Administration.  I  would 
hope  the  members  of  Congress  who  perhaps  have  to  legislate 
would  also  be  included  in  the  panel  or  at  least  attend  the 
sessions  of  the  panel. 
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If  then  the  sma±l  business  sector  itself  can  be 
represented  by  one  or  two  members,  I  think  this  panel  can 
come  up  within  90  days  with  a  program  which,  with  the  help 
of  the  President  and  the  Executive  Branch,  could  make  a  true 
contribution  to  the  aims  of  this  conference. 

Thank  you,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you.  Hr.  Roosevelt. 

We  now  call  on  Mr.  Miller 

MR.  MILLER:  Cummins  Engine  Company,  Inc. 

Mr.  Secretary,  inflation  is  only  one  component 
of  economic  stability.  The  others  are  unemployment  and 
economic  growth.  Any  one  of  these  can  be  solved,  at  the 
expense  of  the  other  two  but  there  will  be  no  economic 
stability  long-term  unless  government  action  on  each  at 
all  times  takes  account  of  the  adverse  effects  on  the 
others . 


Within  inflation  today  we  have  an  especially 
acute  and  dangerous  problem-liquidity.  Corporate  debt  is 
at  record  high.  There  is  virtually  no  equity  market.  Business 
borrows  short  to  invest  long  and  so  do  banks. 

In  today's  fragile  investment  climate  the  sudden 
inability  of  one  or  more  businesses  or  banks  to  meet  short¬ 
term  obligations  on  time  could  precipitate  forces  that  would 
be  hard  to  reverse.  Unless  the  President  had  in  being  and 
under  way  a  convincing  program  on  the  economic  front. 

My  first  recommendation  therefore  is  for  very 
prompt  action.  I  do  not  think  the  President  has  a  great  deal 
of  time  in  which  to  act. 

What  might  the  program  contain? 

Short-term  actions,  monetary  policy.  I  agree  with 
what  has  been  said  here.  The  nation  should  be  informed  that 
monetary  policy  will  continue  restrictive  and  not  ease  until 
there  is  significant  and  lasting  decline  in  the  rate  of 
inflation . 
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Public  expenditures  —  I  also  agree  with  the 
consensus.  There  is  urgent  need  for  maximum  practical 
economy  in  government  expenditures  but  this  must  include 
Federal ,  State  and  local  and  the  latter  two  are  growing 
more  rapidly. 

There  is  need  for  speedy  reorganization,  elimination 
of  overlapping,  competing  functions  and  the  consolidation 
of  authorities. 

However,  with  very  high  inflation  rates  which  affect 
government  expenditures  with  the  need  to  fund  public  service 
employment  and  retraining,  with  the  need  to  arrest  further 
deterioration  in  selected  vital  public  services,  I  doubt 
if  it  will  be  possible  to  balance  the  budget  without 
raising  taxes. 

I  would  support  progressively  increased  Federal 
income  taxes  for  those  with  personal  incomes  of  $15,000 
and  above  and  an  increase  in  the  corporate  tax  to  levels 
no  greater  than  those  of  1963.  Within  all  this  and  to  increase 
manufacturing  capacity  and  to  foster  needed  productivity 
improvements ,  I  would  recommend  a  more  liberal  investment 
tax  credit  applied  selectively  where  clear  and  needed 
additions  to  productivity  and  capacity  can  be  demonstrated. 

The  diversion  of  this  which  Ralph  Lazarus  mentioned, 

I  found  quite  attractive  this  morning. 

With  respect  to  controls,  I  do  not  like  controls 
and  under  normal  variations  of  the  free  market  system,  they 
are  counter  productive  but  with  the  extreme  swings  of  the 
economy ,  I  think  the  President  needs  power  to  arrest  dangerous 
trends  to  formulate  appropriate  solutions.  There  always  has 
to  be  one  stinker  in  the  group  so  I  recommend  that  Congress 
enact  discretionary  authority  to  the  President  to  impose 
controls  in  the  most  dangerous  and  sudden  swings  of  the 
economy. 


In  respect  to  regulation,  obsolete  and  restrictive 
regulations  are  now  imposing  huge  and  useless  costs  upon  this 
country.  A  presidential  commission  freely  empowered  to  identify 
the  most  promising  areas  for  improvement  should  be  coupled 
with  an  executive  committee  to  act  promptly  for  this  dereg¬ 
ulation  is  long  overdue. 
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Food  prices:  There  is  good  reason  to  fear  the 
Northern  Hemisphere  may  be  entering  a  decade  of  drought 
which  has  in  history  occurred  regularly  every  40  to  50  years. 

A  competent  commission  should  be  convened  to  consider  a 
prolonged  period  of  poor  harvest  and  consider  increase  of 
food  production,  stable  prices  and  to  equalize  distribution. 

Now,  a  look  at  long-term  objectives.  Economic 
policy  in  this  and  most  countries  is  still  little  more  than 
a  response  to  current  conditions.  A  first  step  toward  economic 
stability  would  be  the  establishment  of  the  comprehensive, 
reliable  long-range  national  planning  capacity.  No  good 
business  can  operate  any  other  way  and  neither  can  government. 
The  essential  part  of  that  capacity  is  the  creation  of  a 
trustworthy  data  base  that  is  inclusive,  reliable,  continuously 
current  and  thoroughly  isolated  from  all  external  partisan 
pressures . 


We  do  not  now  have  a  data  base  that  is  even  remotely 
adequate  to  our  needs. 

A  second  requirement  would  be  that  the  objectives 
of  such  an  agency  should  be  defined  in  specific  and  measurable 
terms  and  not  vague  terms  so  that  they  can  be  sueful  to 
government,  to  business  and  to  labor  alike. 

Finally,  such  a  planning  system  properly  contrived 
and  conducted  will  aid  the  functioning  of  the  market  system 
because  it  will  give  it  knowledge;  it  will  not  inhibit.  To 
be  really  effective  it  must  also  become  international.  Economic 
interdependence  is  a  fact  today.  No  country  has  all  it  needs 
and  wants. 


The  President  ought  to ,  as  soon  as  possible ,  initiate 
a  meeting  of  leaders  of  all  industrial  nations  and  selected 
developing  nations  to  identify  and  establish  policies  combatting 
inflation  and  for  the  achievement  of  economic  stability,  and 
every  short-term  policy  that  anyone  embarks  upon  should  be 
continuously  tested  against  and  reconciled  with  our  long-term 
objectives . 

Thank  you. 

SECRETARY  DENT:  Thank  you,  Mr.  Miller. 


We  now  call  on  Mr.  Jaicks. 
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MR. 


JAICKS:  There  appears  to  be  a  growing  consensus  within  the  business 

community  that  programs  to  control  inflation  must  involve  restraints  on  both 
fiscal  and  monetary  policies.  From  the  perspective  of  a  manufacturer,  I 
feel  a  greater  affinity  for  fiscal  policy  because  I  have  a  day-in  and  day-out 
awareness  that  government  programs  are  placing  demands  on  our  economic 
system  that  are  far  beyond  our  available,  finite  resources.  I  will  leave 
monetary  matters  to  those  in  the  financial  community,  although  I  do  feel 
strongly  that  much  that  is  wrong  with  monetary  policy  stems  from  the 
practice  of  funding  rapidly  escalating  government  programs  without  raising 
taxes  or  borrowing  from  the  public. 

The  scope  of  government  policy  seems  to  be  growing  endlessly 
and  virtually  without  question.  Each  new  goal,  taken  in  isolation,  appears 
to  the  public  to  be  worthwhile,  whether  it  is  related  to  the  environment, 
housing,  working  conditions,  safety,  leisure,  education,  health,  earning 
opportunity,  or  what  have  you.  Programs  are  passed  in  a  piece-meal  manner, 
too  often  without  regard  for  their  hidden  costs,  trade-offs,  and  incidental  social 
damage  in  other  areas,  and  certainly  without  an  appraisal  of  the  magnitude 
of  the  political  diversion  of  resources  from  productive  market  applications. 
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At  its  worst,  this  process  results  in  a  sheer  waste  of  resources. 

I  am  afraid  that  we  too  often  have  seen  the  passage  of  social  improvement 
projects  that  are  structurally  wasteful  in  their  basic  concept,  a  waste  that 
is  compounded  by  restricted  time  schedules  enforced  by  a  desire  for  immediate 
political  impact.  Allowing  for  good  programs  as  well  as  bad  ones  does  not 
change  the  net  effect  on  the  economy.  We  are  reducing  the  supply  of  goods 
and  services  available  in  the  open  market. 

On  the  evidence,  the  restrictions  and  diversions  in  recent  years 
have  been  at  the  expense  of  basic  industries,  the  steel  industry  among  them. 

I  could  cite  examples  from  steel  industry  experience  involving  every  type  of 
restriction  on  supply,  from  premature  abandonment  of  our  own  and  our 
materials  supplier's  facilities,  to  the  virtual  break-down  of  our  transport 
system,  to  inefficient  conversions  for  environmental  control,  to  the  inter¬ 
vention  in  our  sourcing  of  vital  alloying  elements,  to  under-investment  in 
new  plant  and  equipment.  In  every  instance,  an  increase  in  the  real  cost  of 
steel  has  accompanied  the  restriction  in  supply. 

Effective  policy  formulation  must  recognize  that  no  matter  how 
they  are  absorbed  initially,  these  higher  real  costs  for  goods  and  services 
are  ultimately  borne  by  the  community  at  large.  Our  recent  experience 
with  shortages  and  rapid  price  changes  is  evidence  that  we  have  been  going 
through  just  this  kind  of  catch-up  period. 
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Tight  fiscal  policies  hold  the  promise  of  shifting  resources  back 
to  the  private  economy.  It  would  be  helpful  if  such  policies  were  accompanied 
by  programs  designed  to  conserve  capital  and  promote  capital  formation  and 
investm  ent. 

Capital  conservation  can  be  promoted  by  realistic  pollution  control 
and  occupational  health  and  safety  standards  and  compliance  timetables  that 
allow  for  retention  of  vitally -needed  existing  facilities.  Capital  formation 
can  be  promoted  through  tax  laws  which  favor  capital  recovery  and  the 
generation  of  new  capital.  Structured  properly,  such  changes  in  tax  laws 
related  to  capital  recovery  should  not  be  construed  as  subsidies  because, 
having  provided  the  impetus  to  new  investment  in  productive  facilities,  they 
would  then  result  in  increased  taxes  at  a  later  date.  And  investment  could 
be  aided  by  programs  designed  to  promote  economic  stability.  For  example, 
we  in  the  steel  industry  feel  that  domestic  investment  would  be  greatly 
promoted  by  the  inclusion  within  pending  trade  legislation  of  more  effective 
safeguards  against  dumping  and  other  forms  of  unfair  competition  from 
foreign  producers. 

For  maximum  effectiveness,  these  basic  anti-inflation  programs 
must  be  pursued  while  avoiding  controls  over  the  market  mechanism, 
including  controls  over  wages,  prices  and  credit.  Whatever  the  appearance 
of  short-term  benefits,  they  lead  all  too  quickly  to  distortions  that  add  to 
real  costs  and  inflation. 
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Thank  you  very  much,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you,  Mr.  Jaicks. 

We  now  call  upon  Mr.  Gerstenberg. 

MR.  GERSTENBERG:  General  Motors. 

As  I  see  it,  at  least  four  inflationary  developments 
have  influenced  our  current  economy. 

First,  many  of  the  recent  price  increases  represent 
assential  corrections  following  three  years  of  controls,  a 
sort  of  adjustment  bulge,  if  you  please,  which  should  not 
have  been  unexpected. 

Second,  the  cumulative  federal  deficit  of  the 
last  four  years  has  reached  $64  billion  with  an  inevitable 
and  considerable  effect  on  the  money  supply  and  the  rate  of 
inflation.  We  must  hold  down  spending  to  minimize  these 
deficits  and  ultimate  to  remove  them. 

If  we  are  to  hold  down  spending  and  restrain  the 
expansion  of  the  money  supply  we  should  slacken  the  rate  of 
inflation  over  the  next  12  months  although  it  may  not  reach 
an  acceptable  level. 

Third,  material  shortages,  notably  petroleum  and 
food  have  contributed  heavily  to  inflationary  trends.  While 
it  is  not  a  shortage ,  I  would  remind  you  that  a  national  strike 
by  the  coal  miners  could  be  less  than  60  days  away  and  it 
could  have  a  devistating  effect  upon  the  nation's  entire 
productive  system.  We  do  hope  that  all  parties  concerned 
will  give  this  emerging  crisis  the  full  and  immediate 
attention  we  think  it  deserves. 

Fourth,  productivity  has  dropped  but  wages  have 
continued  to  rise.  As  a  result,  unit  labor  costs  rose  about 
13  person  in  the  first  half  of  this  year. 

Now,  I  strongly  endorse  the  current  policy  of 
relying  heavily  on  the  proven  forces  of  a  competitive  market. 

I  am  opposed  to  all  forms  of  direct  wage  and  price  controls, 
nor  do  I  see  any  value  in  even  considering  the  reimposition 
of  direct  credit  controls. 
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As  far  as  monetary  policy,  we  must  continue  to 
exercise  restraint  but  there  are  different  degrees  of  restraint. 

For  the  next  six  months,  we  would  hope  that  the 
money  supply  could  be  gradually  increased  a  bit  to  a  rate 
above  that  of  the  last  several  months  but  well  below  the 
current  rate  of  inflation . 

It  would  be  our  idea  to  approve  a  rate,  say,  between 
five  and  six  percent. 

It  is  most  important  that  we  achieve  greater  pro¬ 
ductivity  from  our  investment  and  from  our  labor.  To  this 
extent,  the  need  to  adjust  tax  regulations,  to  liberalize 
capital  recovery  allowances  and  to  improve  investment 
incentives  is  most  urgent. 

Finally,  our  nation  also  has  an  urgent  need  to 
reexamine  the  relationship  between  environmental  improvement 
and  economic  growth. 

The  fight  against  inflation  should  include  a  re¬ 
examination  of  the  cost-benefit  relationships,  of  such 
relationships  with  respect  to  investment  in  plant  and 
facility  and  the  product  cost  that  is  incurred. 

We  do  question  whether  our  society  can  afford  such 
immense  but  only  partly  productive  costs  especially  at  times 
such  as  these. 

Again,  we  would  ask  our  government  whether  today's 
inflation  does  not  make  all  the  more  necessary  a  complete 
moratorium  —  say  a  freeze  for  three  years  —  on  new  federal 
law  and  regulation  that  disproportionately  affect  the  cost 
of  all  products  in  the  marketplace. 

This  productive  pause  would  permit  everyone  concerned 
the  government,  the  public  and  the  industry  --  to  review 
the  accomplishments  of  recent  regulations  and  to  measure 
their  costs,  in  an  attempt  to  reach  a  common-sense  balance. 

Right  now,  today,  in  our  industry  we  are  incurring 
an  annual  cost  in  excess  of  $3  billion  for  the  equipment 
that  has  been  added  to  our  passenger  cars  in  the  four  model 
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years,  1972  through  1975. 

Now,  we  are  suggesting  a  two-fold  approach:  First 
a  three-year  moratorium  on  unnecessary  new  regulation  and, 
second,  an  immediate  joint  government-industry  review  of  the 
cost-benefit  relationship  of  equipment  already  on  our  cars 
with  an  eye  to  determine  whether  any  of  it  can  be  removed. 

As  examples ,  we  would  list  such  current  requirements 
as  the  safety  belt,  interbelt  lock  system,  which  four  out  of 
five  people  have  devised  a  way  of  defeating  along  with  the 
unnecessary  bumper  which  add  unnecessary  weight  and  unnecessary 
cost  to  the  consumer. 

Massive  development  and  equipment  costs  are  the 
mandated  air  cushion  restraint  system  which  based  on  limited 
data  available  would  provide  no  greater  protection  than  today's 
belts  if  and  when  they  are  used  and  a  further  reduction  in 
emmission  standards  proposed  for  1977  and  '78  which  no 
manufacturer  to  the  best  of  our  knowledge,  knows  how  to 
accomplish  in  mass  production. 

No  one  wants  to  go  backward  and  undo  the  progress 
that  has  been  made,  but  it  is  most  appropriate,  I  believe, 
to  reconsider  our  specific  environmental  goals  for  the  future 
and  the  related  timing  objectives. 

One  comment  before  I  close.  We  have  had  many,  many 
constructive  ideas  here  today  but  the  national  attitude, 

I  believe,  and  approach  to  confidence,  is  most  essential. 

Let  us  not  lose  sight  of  the  fact  that  with  all 
of  out  difficulties,  our  economy  today  is  still  the  most 
powerful,  the  most  productive  and  certainly  the  best  in  all 
the  world.  Over  the  last  five  years  it  has  created  6.5 
million  new  jobs  for  our  people  and  even  now  despite  the 
current  fall-off,  it  endures  as  a  tremendous  vehicle  for 
human  progress. 

Thank  you,  sir. 

SECRETARY  DENT:  Thank  you,  Mr.  Gerstenberg. 
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We  now  call  on  Mr.  Haas. 


MR.  HAAS :  Thank  you.  I  am  going  to  accept  your 
challenge,  Secretary  Dent,  in  the  hope  of  stimulating  discussion 
perhaps,  add  a  new  dimension  or  two  if  I  can. 

What  is  needed  is  strong  leadership  from  the  Executive 
Branch ,  bipartisan  support  from  Congress  and  grassroots 
support  and  participation  by  all  Americans  in  every  segment 
of  our  society. 

The  people  should  be  made  to  realize  that  we  are 
in  a  long-term  struggle  and  the  goals  for  the  next  two  or 
three  years  should  be  realisticly  set  and  progress  honestly 
reported.  In  essence,  I  feel  that  the  conventional  wisdom  is 
not  working  under  present  circumstances.  New  approaches  should 
be  attempted  in  addition  to  many  of  the  traditional  remedies 
that  have  already  been  suggested. 

I  will  try  to  summarize  my  thoughts  according  to  the 
agenda  outlined  that  was  sent  to  us  in  advance  of  this  meeting. 

With  respect  to  fiscal  expenditures ,  I  think  they 
should  be  reduced  and  we  should  attempt  to  reach  a  balanced 
budget  in  1975  and  the  fiscal  year  ending  1976.  Real  austerity 
at  the  top  is  essential  to  obtain  the  nation's  support  and 
cooperation . 

Individuals  and  families  all  over  the  country  are 
being  forced  to  tighten  their  belts  —  so  should  the  government. 
The  United  States  must  maintain  a  strong  posture  militarily, 
economically,  and  socially,  yet  by  using  its  resources  more 
effectively,  it  would  set  a  significant  example  to  its  citizens. 

With  respect  to  fiscal  receipts,  I  believe  that  total 
receipts  should  be  maintained  at  present  levels  or  higher  but 
the  important  modifications  to  encourage  savings  and 
to  increase  productivity. 

Included  as  part  of  a  balanced  package  might  be 
some  of  the  following:  Adjust  tax  rates  downward  for  lower 
income  individuals  with  a  concurrent  increase  in  personal  taxes 
for  those  above  a  certain  level;  eliminate  loopholes  in  present 
tax  laws  to  make  them  more  equitable;  emphasize  additional 
tax  credits  for  measureable  increased  productivity.  I  suggest 
a  tax  on  excess  profits  unless  such  excess  is  diverted  to  capital 
expenditures  or  research  and  development  that  will  increase 
productivity.  For  five  taxes  on  incomes  from  personal  savings 
accounts . 


296 


Forgive  taxes  on  dividends  to  a  greater 
degreethan  the  present  $100  for  individual  to  encourage 
investment  in  equities. 

Even  more  innovative,  I  urge  consideration  of 
some  of the  following: 

Introduction  of  a  variable  investment  lax  credit 
which  would  be  paid  only  on  investment  which  increased 
productivity  and  performance,  showing  a  greater-than- 
average  increase  in  productivity; 

A  decline  in  corporate  income  tax  rates  for 
all  firms  that  have  stable  or  lowerprices; 

An  adjustment  of  the  personal  income tax  rate 
so  that  an  individual  whohad  an  increase  in  income  which 
was  the  same  percentage  as  the  CPI  increase  wouldremain 
at  tie  same  place  ontne  tax  table; 

A  penalty  tax  on  all  firms  who  granted  their 
workers  increases  which  av  eraged  more  than  the  CPI 
growth . 


I  will  skip  my  notes  on  some  of  tie  other  matters 
because  they  are  in  the  record  and  have  been  covered  by 
many  nere,  but  just  a  quick  comment  on  governmental 
regulations . 

I  do  believe  an  objective  analysis  needs  to  be 
made  tosee  if  current  national  and  state  regulations 
relate  to  current  problems.  A  continued  review  of  our 
regulatory  agencies  is  needed. 

Now,  a  suggestion:  Any  attempt  to  control 
inflation  must,  as  we  all  agree,  involve  all  Americans. 

If  giventhe  opportunity  and  clearly  defined  guidelines, 

I  believe  they  will  respond. 

In  addition  to  increasing  productivity,  much 
can  be  accomplished  by  conserving  resources  and  toward 
this  end  I  suggest  an  effort  be  modeled  to  some  degree 
after  the  rational  Alliance  of  Businessmen,  a  partnership 
between  labor,  government  and  business  with  which  every 
corporate  head  is  familiar,  andwe  have  the  first  two 
national  chairmen  also  present. 
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I  suggest  a  national  board  consisting  of 
representatives  from  labor,  business , government , 
agriculture  and  consumers  to  establish  policies  and 
goals,  to  monitor  performance  and  to  be  available 
on  a  continuing  basis  for  advice  andconsultation  as 
conditions  change. 

The  effortmight  be  labeled  something  like  a 
national  citizens'  crusade. 

To  carry  this  program  to  the  grass  roots 
level,  this  national  committee  would  ©ordinate  with 
local  ©mmittees  throughoutthecountry ,  perhaps  modeled 
on  tie  town  hall  meeting  concept.  They  would  be  asked 
to  suggest  new  ideas  for  controllinginflation  and  to 
present  innovative  ieasures  for  controlling  our  resources. 

They  would  consider  such  things  as  reinstating 
the  moral  commitment,  to  limiting  automobile  speeds  to 
55  miles  per  hour,  turning  offunused  electric  lights, 
turning  down  thermostats,  recycling  materials  and 
actively  conducting  educational  campaigns  to  inform 
consumers  ofthe  magnitude  oftheproblem  and  the  steps 
which  will  benefit  each  ofthem,  such  as  information  on 
which  foods  are  the  best  values,  how-to  information  on 
the  repairs  ofcommon  items  and  tie  potential  savings 
per  household  of  these  other  and  similar  practices . 

Inconclusion  and  iove  all,ve  need  strong  and 
effective  leadership  from  Washington.  The  Administration 
and  he  Congress  must  be  statesman-like  andresist  pressure 
groups  interested  in  short-term  relief  at  the  cost  of 
long-term  national  solutions. 

SECRETARY  LENT :  Thank  you,  Mr.  Haas. 

We  now  call  on  Mr.  Wingerter. 

MR.  WINGERTER:  Libby-Owens -Ford  Company. 

Regardless  ofthe  relative  roles  that  demand/ 
pull  or  cost-push  factors  are  playing  ii  the  causes  of 
current  inflation,  I  thirk  we  should  recognize  that  we 
are  witnessesing  the  result  of  a  serious  overloading  of 
oureconomic  system. 


298 


The  wealth-producing  segment  of  the  economy 
is  simply  not  strongenough  to  support  all  of  the  here 
and  now  standard  of  living  and  social  expectancy  demands 
our  society  wants  to  impose  upon  it. 

Shorter  work  hours,  restricted  work  practices, 
longer  vacations ,  early  retirements ,  increased  pensions , 
medical  aid  programs ,  lengthened  school  years  andthe 
like,  whether  financed  by  the  private  sector  orthrough 
government  taxes,  carry’  an  economic  price  affecting 
both  ours  tendard  ofliving  aid  cost  of  living. 

We  have  so  heavily  mortgaged  hope  for  future 
productive  improvement  that  continually  increased  cost 
and  prices  of  manufactured  goods  are  builtinto  the 
economic  outlook. 

Further  than  that,  we  have  witnessed  for  many 
years  a  declining  percentage  of  our  ration's  total 
employed  population  that  is  engaged  in  tie  production 
of things  holding  tangible  values. 

While  the  percentage  engaged  inthe  production 
of  services  hasg  rown  importantly,  thosewho  work  in  the 
services  andprofessions  plus  the  one-in-six  employed  by 
national,  state  and  local  governments  can  contribute  to 
ourtotal  economic  strength,  productivity  and  wealth 
producing  activity  only  to the  extent  that  their  output 
can  increase  the  productivity  of  those  producing  tangible 
values . 


Of  course,  it  can  be  argued  that  the  major 
contribution  of  those  employed  inthe najor  professions 
services  and  in  government  c  ontribute  to  our  improved 
quality  of  life  and  that  holds  importance.  I  merely  make 
the  point  that  there  is  an  expensive  economic  cost  attached 
to  those  services  that  appears  to  be  coming  out  of  line 
whenthevalue  isreceived. 

We  have  been  adding  to  this  load  on  our  productive 
base  at  an  alarming  rate,  detracting  from  our  potential 
outputof  goods  and  increasing  their  costs . 

There  is  no  other  {place  to  reflect  those 
increasing  costs  except  in  prices  or  in  inadequate 
profits . 
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Now,  some  labor  spokesmen  and  social 
philosophers  will  say  prices  don't  have  to  go  up 
to  reflect  increases  in  labor,  materials,  money  and 
taxes.  You  simply  squeeze  the  profit  margins  further 
oreven  eliminateprofits .  What  is  notgenerally 
understood  is  that  by  reason  of  ourtax  laws  manufacturing 
corporations  for  a  long  time  have  teen  reporting  profits 
that  are  highly  illusory  and  paying  iicometaxes  on 
such  figures  as  though they we re  real. 

The  degree  or  percentage  ofillusion  inthose 
reported  profits  predominantly  reflects  the  late  of 
inflation  duringthe  period  of repotring,  the  relative 
capital  intensiveness  of  that  business  and  Ihe  book 
value  of  inventories. 

There  is  a  serious  cash  flow  and  capital 
formation  problemexis ting  with  practically  every 
industrial  ompany  inthis  land.  That  cash  shortage 
reflects  inadequate  depreciation  allowances  to  replace 
worn  out  or  obsolete  productive  capacity  that  now 
costs  something  like  two  to  fourtimes  what  it  did 
originally . 

We  have  been  keeping  score  onthe  basis  of 
past  lower  costs  for  capital  equipment  that  istotally 
unrealistic  interms  of  current  replacement  costs. 
Accelerated  depreciation  and  capital  investment  tax 
credits  of  the  kind  that  have  passed  across  the  -tax 
debates  scene  in  iscent  jsars  andoonsidered  loopholes 
by  some  observers  simply  inadequate  to  solve  this  problem 
of  merely  maintaining  a  non-growth  operation. 

That  says  nothing  aboutthe  cash  problems  inherent 
in  operating  an  expanding  business  required  increased  cash 
and  carrying  large  accounts  receivable,  inventories,  aid 
the  like  or  the  higher  costs  required  to  increase 
manufacturing  capacity. 

It  is  a  characteristic  of  any  good  business  , 
whether  highly  or  marginally  successful  to  need  a 
continuing  infusion  of  new  capital.  That  capital  can 
come  from  only  three  sources:  the  sale  of  additional 
equity  shares,  the  borrowing  of  money  or  the  reinvestment 
of  tie  business  of  after-dividend  earnings. 


300 


The  raising  of  <apital  via  the  equity  route 
in  the  present  investment  atmosphere  is  abhorrent. 

The  costs  of  borrowing  noney  have  seemingly  gone 
through  the  roof  and  the  money  mailable  for  reinvestment 
in  the  business  is,  in  most  cases,  inadequate. 
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The  last  person  on  this  scene  is  the  common  share¬ 
holder.  He  stands  lowest  on  our  society's  list  of  obligations 
despite  the  fact  that  his  investment  created  the  business 
and  the  jobs  the  business  sustains.  If  there  is  anyone 
who  has  a  legitimate  gripe  about  his  shabby  treatment,  it  is 
the  equity  shareholder  and  his  withdrawel  from  the  stockmarket 
proves  he  has  got  the  message. 

As  a  society,  we  face  a  realistic  rearrangement 
in  the  priorities  of  our  obligations.  We  have  to  stop  eating 
our  seed  crop  if  we  are  serious  about  bringing  inflation 
under  control 

Thank  you. 

SECRETARY  DENT:  Thank  you  very  much. 

I  now  call  on  Dr.  Thorelli. 

HR.  THORELLI:  ThanK  you,  Mr.  Secretary.  Indiana 
University,  unlimited. 
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I  am  here  to  articulate  a  consumer  viewpoint.  It  seems  to  me  reason¬ 
able  that  consumers  are  represented  here.  A  good  case  can  be  made  that 
the  consumer  is  the  person  who  bears  the  brunt  of  the  inf lat ion--mos t 
everyone  else  can  pass  it  on.  If  you  permit  me  to  mix  two  metaphors: 
the  consumer  is  where  the  buck  stops--even  though  it  is  getting  smaller 
all  the  time!  In  a  basic  sense  consumers  are  not  only  the  Silent  Majority 
but  also  the  Salient  Majority.  Before  I  get  any  further  I  am  anxious  to 
emphasize  that  there  are  many  consumer  viewpoints,  as  indeed  there  are 
many  producer  viewpoints. 

Perennial  inflation  worse  than  short-term  unemployment. 

A  cardinal  premise  here  is  that  perennial  inflation  is  even  worse 
than  short-term  unemployment  from  a  consumer  point  of  view.  As  we  learn 
to  master  inflation,  the  current  bulge  of  unemployment  will  also  disappear. 
Reversing  the  priorities  would  merely  fan  the  flames  of  inflation.  On 
the  other  hand,  the  uncertainties  and  the  shortages  that  go  with  runaway 
inflation  in  the  long  term  would  tend  to  generate  chronic  unemployment. 

Thus,  inflation  is  Public  Enemy  Number  One. 

Reasons  for  inflation. 

The  reasons  for  inflation  are  sociological  as  much  as  they  are 
economic.  The  production  of  goods  and  services,  and  the  pride  in  workman- 
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ship,  have  seemingly  lost  their  glory  to  great  numbers  of  people;  whether 
their  collars  are  white  or  blue.  Yet  our  desires  for  more  and  better 
goods  and  services  are  constantly  increasing.  Supply  and  demand  are  hope¬ 
lessly  out  of  whack. 

Economic  theory  tells  us  that  sooner  or  later  we  will  reach  an 
equilibrium.  But  in  the  age  of  stagflation  that  is  not  likely  until  we 
do  something  drastic  about  three  major  problem  areas. 


Our  flagging  productivity. 

The  first  problem  is  our  flagging  productivity.  We  need  a  tremen¬ 
dous  National  Productivity  Campaign,  a  campaign  stressing  themes  as  these: 

Make  use  of  your  day:  conserving  working  time  is  just  as  important 
as  conserving  the  environment  or  conserving  oil. 

Use  women  employees  better  (not  just  more).  Pass  the  Equal  Rights 
Amendment,  build  day  care  centers,  etc. 

Industry-wide  productivity  drives  with  E  for  Excellence  or  similar 
awards . 

Closer  examination  of  cost-benefit  implications  of  environmental 
protection  measures  and  product  health  and  safety  regulations. 

Perhaps  most  importantly:  tie  wage-price  guidelines  (or  controls)- 
to  productivity.  Lower  import  tariffs  in  industries  which  exceed 
the  guidel ines--the  impact  of  increased  imports  will  be  felt  equally 
by  companies  and  employees.  Never  condone  automatic  pass-throughs 
of  cost  increases,  whether  due  to  inflation  or  reduction  in  volume. 


Flagging  competition. 

Our  second  problem  is  the  flagging  competition  in  both  the  economic 
and  political  marketplace,  due  to  increasing  concentration,  rigidity  and 
"stickyness."  We  should  boost  economic  competition  by  liberal  inter¬ 
national  trade  talks,  by  going  metric,  by  vigorous  antitrust  policy,  by 
better  product  information  to  consumers,  by  throwing  out  obsolete  building 
codes  to  allow  prefabs  and  new  materials  to  come  in,  by  getting  rid  of  cartel- 
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t-ype  barriers  to  professions,  trades  and  to  union  membership. 

Promoting  competition  among  the  political  pressure  groups  close  to 
the  public  till  is  a  lot  more  difficult.  What  we  should  do  is  to  re¬ 
examine  current  payments  to  pressure  groups  and  to  disallow  new  such 
payments  for  the  duration  of  two-digit  inflation.  President  Ford  should 
veto  the  outrageous  bill  to  discriminate  in  favor  of  American  vessels  in 
the  import  of  oil.  We  should  stop  sugar-coating;  eliminate  the  quotas 
and  subsidies  which  keep  U.S.  sugar  prices  2-3  times  higher  than  the 
world  price.  We  should  never  again  pay  a  subsidy  to  a  farmer  for  with¬ 
holding  production  of  any  kind  of  grain  or  feed. 

Fluffing  responsibility  in  international  economic  relations. 

The  third  problem  area  is  the  international  one.  More  than  a  new 
Bretton  Woods  we  desperately  need  a  North  Atlantic  Economic  Community 
(perferably  including  Japan.)  The  Community  would  not  only  have  a 
planned  schedule  for  the  elimination  of  internal  trade  barriers.  It 
would  coordinate  fiscal  and  monetary  policy,  trade  policy  relative  to 
the  third  world,  energy  research  and,  not  least,  policy  relative  to  the 
OPEC  oil  cartel.  Indeed,  it  is  precisely  the  havoc  wrought  by  that 
cartel  as  regards  inflation  and  trade  balances  in  the  Western  world  that 
provides  the  United  States  with  yet  another  challenge  and  opportunity 
similar  to  the  Marshall  Plan--only  a  lot  more  difficult,  and  a  lot  more 
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SECRETARY  DENT:  Thank  you  very  much,  Dr.  Thorelli. 

We  call  on  Mr.  Wood. 

MR.  WOOD:  Arthur  Wood,  Sears  Roebuck  and  Company. 

I  will  not  attempt  to  analyze  the  many  factors  that  have 
brought  about  our  present  national  condition.  These  have 
been  amply  covered  in  recent  weeks  and  by  previous  spokesmen 
today. 


I  believe  it  is  imporant  to  recognize  that  inflation 
not  only  hurts  our  workers,  our  farmers,  retired  and  dependent 
citizens  and  the  poor,  it  hurts  our  schools,  our  hospitals,  our 
churches,  our  museums,  our  private  welfare  agencies  and  it_ 
definitely  hurts  business  and  those  who  own  shares  in  business. 
Hence  it  is  everyone’s  job  to  help  get  it  under  control. 

Others  here  have  dealt  with  the  necessity  of  reducing 
government  spending  so  as  to  balance  the  federal  budget .  I 
hope  the  general  public  will  support  President  Ford  in  his 
effort  to  bring  this  about  and  I  hope  in  the  process  he  will 
direct  a  review  of  organizations  structure  and  personnel  poli¬ 
cies  in  government  with  particular  attention  to  overlapping 
and  duplication. 

Others  here  have  dealt  with  the  importance  of  assur¬ 
ing  adequate  cash  flow  to  provide  for  business  growth  and  the 
tax  incentives  needed  to  stimulate  savings  and  investment-. 

I  wholeheartedly  concur  with  these  recommendations . 

I  do  wish  to  reiterate  the  point  that  the  Federal 
Reserve  Board  is  presently  too  restirctive  in  administering 
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monetary  supply.  In  its  determination  to  cool  off  business 
activity,  I  believe  it  has  gone  too  far.  I  urge  that  the 
Federal  Reserve  Board  take  steps  over  the  very  short  run  to 
permit  more  moderate  growth  in  the  money  supply  than  has  been 
recorded  in  recent  months. 

In  the  longer  run,  I  certainly  agree  that  the  Fed 
should  folow  a  consistent  policy  and  hold  money  supply 
growth  within  the  4  to  5  percent  range. 

I  endorse  President  Ford's  opposition  to  wage  and 
price  controls.  We  should  have  learned  the  costly  lesson 
that  controls  simply  do  not  work,  they  cause  shortages  of 
materials  needed  by  manufacturers  and  many  lower-priced 
products  were  forced  off  the  market. 

In  my  opinion,  arbitrary  wage  controls  brought  on  a 
deterioration  of  productivity  and  finally  they  resulted  in 
pent-up  surges  and  wages  and  prices  upon  de-control . 

Some  mention  has  been  made  that  direct  controls  on 
the  use  of  consumer  credits  should  be  imposed.  In  my  judg¬ 
ment  this  would  be  a  serious  mistake.  Requirements  for 
minimum  downpayments  and  increased  monthly  payments  would  affect 
adversely  sales  of  automobiles,  furniture,  appliances,  tele¬ 
vision,  garden  tractors,  power  saws,  a  host  of  big  ticket 
items. 


It  is  important  to  recognize  that  the  consumer  has 
been  acting  very  responsibly  in  total  spending  over  the 
past  18  months.  In  fact,  there  has  been  little  real  growth 
in  consumer  purchases  of  goods .  It  is  also  important  to 
maintain  and  i ^  possible  increase  employment  in  the  many 
companies  which  manufacture  these  big  ticket  items. 

Finally,  I  would  like  to  point  out  that  prices  of 
merchandise  bought  in  retail  stores  have  on  average  been 
kept  well  below  double  digit  inflation.  The  U.S.  consumer 
benefits  from  vigorous  competition  in  the  retail  industry. 
This  competition  will  be  an  important  factor  in  restraining 
price  increases  over  the  coming  months . 

The  United  States  economy  certainly  is  the  strongest 
in  the  world.  Employment  is  still  at  record  high  levels. 

I  believe  and  I  hope  that  their  will  come  from  these  meetings 
a  strengthening  of  confidnece  among  consumers  and  the  general 
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public  in  the  will  of  the  government,  business  and  labor  to 
bring  inflation  under  control  .  Productivity  is  the  key  to 
future  growth  and  price  stability.  Every  effort  must  be  made 
to  improve  productivity,  and  in  this  connection  I  urge  that 
the  government  review  the  laws  and  regulations  which  stand 
in  the  way  of  this  improvement . 

Thank  you . 

SECRETARY  DENT;  Thank  you,  Mr.  Wood.  We  call  on 
Mr.  Watts. 

MR.  WATTS:  Glenn  Watts  with  the  Communications 
Workers  of  America. 

The  economic  predicament  that  is  presently  facing 
the  United  States  economy  clearly  calls  for  a  dramatic 
reshaping  of  the  nation's  economic  policies.  Long-range 
goals  must  be  established  and  policies  developed  to  attain 
them  but  we  are  faced  with  the  here  and  now,  and  since  it 
seems  that  we  have  been  doing  something  wrong  and  there 
is  some  agreement  on  that  we  need  corrective  action 
now. 


Reducing  the  federal  budget  by  $5  billion  or  so 
will  not  do  the  job  at  least  if  I  understand  economists  to  be 
saying  that  a  $5  billion  reduction  in  the  budget  will  reduce 
the  gross  national  product  by  only  1/10  of  1  percent,  and 
reducing  the  overall  budget  will  not  do  the  job  on  grounds  of 
equity . 


The  budget  should  be  reordered.  Defense  spending  and 
highway  spending  and  the  like  should  be  reduced  while  needed 
social  programs,  especially  those  that  will  now  help  with 
employment  and  income,  should  be  strengthened  and  improved 
upon  . 


A  balanced  budget  sounds  great  and  I  suspect  that  it 
would  be  balanced  now  if  we  had  full  employment.  But  if  a 
balanced  budget  means  more  unemployment,  no,  we  cannot  afford 
it.  Unemployment  compensation  programs  should  be  improved, 
public  service  employment  or  employment  of  last  resort  must 
be  provided  on  a  scale  to  prevent  recession  and  the  standard 
of  living  of  workers  must  not  only  be  maintained  but  must  over 
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the  long  pull  be  improved. 

Taxes  should  be  restructured  to  give  relief  to  those 
making  less  than  $20,010  a  year  and  to  increase  the  taxes 
of  thse  with  incomes  over  $20,000.  Tax  reform  that  we  have 
been  talking  about  for  a  long  time  should  be  enacted  to  close 
loopholes,  establish  a  minimum  tax,  eliminate  oil  tax 
preferences  and  put  excess  profit  taxes  into  the  picture  in 
an  intelligent  way. 


The  trickle-down  theory  of  tax  incentives  will  not 
create  the  demand  necessary  to  bring  about  investment,  it  is 
purchasing  power  in  the  hands  of  consumers  that  encourages 
investment.  So-called  tight  money  should  be  eased  off.  Money 
must  be  made  available  for  housing  at  interest  rates  that 
are  reasonable  . 

Credit  allocation  is  needed  to  get  money  where 
it  is  needed  to  help  now.  Interest  rates  must  be  brought 
down . 


Our  experience  since  1971  is  certainly  no  recommen¬ 
dation  for  wage-price  ntrols.  Workers  will  not  again 
tolerate  wage  restraint  while  prices,  profits  and  interest 
rates  soar.  Administering  prices,  commodity  shortages  and 
interest  rates  are  the  villains  of  today  and  we  should  deal 
with  these  problems . 

We  must  find  and  use  the  way  to  predict  and  head 
off  shortages  and  we  must  provide  in  government  the  means 
for  this . 


An  expanded  role  for  the  Council  of  Economic 
Advisors  could  be  one  of  the  mechanisms  to  be  considered  but 
I  say  let’s  do  something  in  this  regard.  The  whole  area  of 
administered  prices  will  respond  to  vigorous  anti— trust 
efforts  and  we  must  move  to  this  end.  Price  controls  should 
be  used  until  inflation  is  under  control. 

Our  whole  experience  in  contorlling  prices  in  the 
utilitY  field  should  be  taken  into  consideration  in  this 
regard.  I  say  control  prices  while  permitting  reasonable 
profits  and  wages  will  not  be  a  problem. 

Thank  you  very  much,  sir. 
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SECRETARY  DENT:  Thank  you,  Mr.  Watts. 

We  call  on  Mr.  Berkeley  Burrell. 

MR.  BURRELL:  Berkeley  Burrell,  president  of  the 
National  Business  League,  founded  in  1900  by  Booker  T. 
Washington  12  years  before  the  U.S.  Chamber  of  Commerce.  I 
just  had  to  get  that  in. 

An  amendment  of  the  National  Commission  on  Pro¬ 
ductivity  that  apparently  needs  to  begin  now  to  sit 
in  continuous  session  provided  the  Congress  will  give  us 
sufficient  funds  to  seek  solutions . 

I  now  call  for  the  25  time  as  Steve  Bechtel  will 
attest  to  at  some  of  our  meetings  but  at  last  no  longer 
lone  for  a  national  conference  on  this  nation's  productivity 
crisis . 


Mindful  of  the  overall  national  economy,  but 
especially  concerned  about  the  plight  of  the  small  and 
minority  business  community  and  of  the  consumer,  it  is 
imperative  to  the  national  and  international  economy  that 
excessive  inflation  be  controlled,  regardless  of  the 
political  consequences . 

The  fact  thatincreased  productivity  is  the  ulti- 
mare  solution  to  inflation  cannot  be  denied.  The 
question  is :  By  what  means  and  at  what  cost  do  we  increase 
productivity  and  thereby  cushion  inflation. 

^  suggest  that  national  policies  must  not  place 
Parvticular  emphasis  on  the  most  depressed  segments  of  our 
economy.  More  precisely,  we  must  stimulate  or  revitalize 
those  sectors  of  the  economy  that  can  contribute  measurably 
to  national  productivity  growth. 

One  of  the  major  keys  to  increased  productivity  is 
black  economic  development.  To  be  sure,  our  gross  national 
product  is  deprived  of  billions  of  dollars  and  usually  as 
an  acknowledge  consequence  of  the  underdevelopment  of  black 
and  other  minority  communities  . 
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The  upsurge  in  economic  activity  over  the  past 
several  years  was  unsustainable  in  part  bedause  we  were 
confronted  with  serious  long-standing  under-utilization 
of  significant  labor  and  other  resources  in  minority 
communities . 

The  end  result  of  tight  money  is  usually  bankruptcy 
for  those  firms  which  are  trying  to  grow  without  adequate 
credit  lines.  Banks  are  now  rationalizing  big  business 
deliquencies  and  foreclosing  on  small  firms  and  I  would 
hasten  to  name  some  if  I  were  asked. 

We  urge  the  Administration  to  conduct  an  imme¬ 
diate  and  careful  examination  of  the  Credit  Control  Act 
of  1969  to  determine  whether  the  failure  through  the 
enormous  powers  invested  in  it  by  that  Act  can  relieve  this 
credit  burden  in  selective  areas  . 

Fiscal  austerity  is  clearly  necessary  as  a  basic 
policy.  Yet,  given  the  level  of  uncontrollable  expenses  and 
prior  year  budgetary  obligations,  it  is  doubtful  hat  actual 
federal  expenditures  can  be  held  below  $300  billion  in 
FY  1975  even  if  the  level  of  new  obligational  authority  is 
below  that  figure. 

Seeking  a  balanced  budget  is  important  but 
equally  important  are  thepriorities  established  for  federal 
spending.  Spiral  inflation  along  with  rising  unemployment 
points  to  the  need  for  public  works  in  private  sector  job 
programs  but  our  spending  today  must  be  keyed  to  increasing 
productivity. 

Substantive  reforms  of  our  current  tax  structure  is 
long  overdue,  particularly  as  it  relates  to  small  business. 
Further,  we  must  develop  ways  of  providing  tax  incentives 
for  substantial  investments  by  the  corporate  sector  in 
minority  business  development  and  in  the  further  development 
of  our  human  resources . 

Generally,  we  must  have  a  balanced  tax  reform  policy 
which  would  raise  the  purchasing  power  of  lower  income 
groups  and  impose  minimum  income  tax  on  higher  income  groups. 
Increases  in  income  tax  exemptions  can  provide  non -inflationary 
dollars  to  consumers  to  offset  higher  prices. 
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Revisions  in  current  corporate  income  tax  policies 
should  be  tied  directly  to  productivity.  Corporations 
which  increased  profits  by  increasing  output  should  be 
rewarded  while  those  which  accrue  higher  profits  through 
the  administered  price  increases  without  expanding  output 
should  be  penalized. 

Finally,  if  we  are  to  turn  our  economic  picture 
around,  we  must  not  only  fight  inflation  but  inflationary 
expectations  as  well.  The  consuming  public  already  out- 
rated  at  the  seemingly  uncontrollable  rise  in  prices  is  the 
single  most  important  element  in  any  anti-inflationary 
program. 


If  prices  continue  to  rise,  we  face  the  unpalate- 
able  spectre  of  full  consumer  revolt.  The  public  must 
have  confidence  in  the  integreity  of  our  government  leaders 
and  in  their  ability  to  devise  programs  that  are  equitable 
forall  segments  of  the  nation. 

Without  that  confidence,  the  fear  of  inflation 
will  stifle  even  the  most  imaginative  anti-inflationary 
policy.  If  the  leadership  of  business,  government  and  labor 
does  not  take  the  initiative  to  establish  prices  and  curb 
inflation,  the  people  most  assuredly  will . 

Thank  you,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you  Mr.  Burrell. 

We  call  on  Mr.  Shelton  Fisher. 

MR.  FISHER:  I  represent  the  McGraw-Hill  Company. 
Mr.  Secretary,  at  this  point  in  the  program  it  is  impossible 
not  to  be  repetitive  but  since  we  don't  have  a  complete 
concensus,  I  will  cast  the  votes  I  originally  intended. 

I  propose  the  following  six-point  program  —  the 
first  three  are  short-range;  the  last  three  would  have  a 
longer  range  effect. 


The  first  step  is  easier  money  and  lower  interest 
rates.  It  seems  clear  to  us  that  the  Federal  Reserve  has 
simply  misjudged  the  true  nature  of  our  inflation  virus. 
The  Board  seems  to  assume  that  we  are  experiencing  classic 
demand-null  inflation,  but  a  close  look  at  today's  economy 
does  not  reveal  anything  like  that. 
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On  the  contrary,  our  manufacturing  industries  on 
average  are  operating  at  only  80  percent  of  capacity,  a  rate 
confined  in  the  past  to  recession  levels . 

Real  GNP  dropped  sharply  earlier  this  year,  unem¬ 
ployment  is  rising,  business  failures  are  multiplying  and 
industrial  production  is  actually  below  a  year  ago.  These 
are  not  the  signs  of  a  fully  employed  economy,  even  though 
we  still  rank  high  in  the  world. 

The  fact  is  that  today's  inflation  is  not  at  all  a 
demand-pull  situation,  but  a  new  type  of  cost-push  inflation, 
stemming  from  a  worldwide  shortage  of  basic  commodities. 

The  surge  in  the  price  of  these  commodities  is  rising 
costs  throughout  the  economy,  and  this  rise  in  costs  is  for¬ 
cing  up  prices  despite  the  fact  that  some  areas  of  business 
are  hanging  on  the  edge  of  recession . 

At  present,  the  key  home  construction  industry  is 
being  crippled  and  vital  plant  expenditures  are  being  dis¬ 
couraged.  Tight  money  has  reduced  output  and  raised  costs 
but  it  has  not  yet  curbed  inflation. 

A  measured  easing  in  monetary  policy  is  essential 
to  increased  production  and  put  people  to  work  again. 

Hither  production  is  the  best  way  to  beat  inflation. 

A  second  step  is  a  cut  in  government  spending. 
Regardless  of  the  merit  of  particular  federal  programs, 
threre  comes  a  time  when  governemnt  must  recognize  that 
everything  cannot  be  done  at  once  —  progress  must  proceed 
within  some  limits. 

I  believe  that  Congress  should  impose  a  stated  three- 
year  ceiling  on  total  federal  expenditures,  and  that  it  is 
essential  thatthe  fiscal  1975  budget  be  reduced,  hopefully, 
by  $10  billion.  This  tightening  in  fiscal  policy  will 
complement  the  easing  in  monetary  policy  to  permit  an 
expansion  in  production  without  inflation.  Various  pro¬ 
posals  have  been  advanced  to  increase  government  spending 
to  offset  the  effect  of  tight  money,  but  the  cure  is  not  an 
increase  in  government  spending.  This  is  a  Band-Aid  approach 
but  it  does  not  heal  the  wound.  The  cure  is  to  abandon  the 
tight  money  policy  and  adopt  a  tight  fiscal  policy. 
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The  third  step  is  to  increase  incentives  to  the 
business  community  to  encourage  expansion  of  plants  and 
modernization  of  machinery.  This  can  be  done  with  a  more 
liberal  investment  tax  credit;  increased  depreciation 
allowances  adjusted  to  reflect  inflation;  and  other  forms 
of  tax  relief.  Moddrn  plants  mean  larger,  more  efficient 
output  which  is  the  way  to  bring  down  prices . 

The  fourth  step,  beamed  at  the  longer- range ,  is 
the  establishment  of  a  National  Commodity  Reserve  through 
government  purchase  when  supply  is  ample  and  prices  weak. 

These  reserves  would  be  released  on  the  market  only  when 
prices  rose  more  than,  for  example,  10  percent.  This 
would  effectively  stabilize  prices,  and  equally  important, 
would  make  this  couhtry  less  vulnerable  to  blackmail 
prices  imposed  from  abroad. 

Fifth,  Congress  should  establish  an  Agricultural 
Production  Bonus  Program.  Government  bonuses  would  be 
paid  for  farm  production  above  the  base  period.  The 
increased  farm  production  would  bring  food  prices  down, 
and  the  bonus  payments  would  keep  farm  income  high  .  No 
greater  blow  could  be  leveled  against  inflation  than  a  drop 
in  food  prices. 

Finally,  Congress  should  establish  a  National 
Commission  on  Free  Market  Prices .  The  Com  mission  would  be 
charged  wiih  carefully  reviewing  the  many  existing  laws  and 
regulations  which  were  designed  for  another  time  but  do  not 
fit  the  economic  realities  to  today. 

The  Commission  would  then  recommend  to  Congress 
solutions  designed  to  repeal  these  laws  .  In  some  areas  we 
need  to  start  all  over  again . 

All  the  steps  in  this  program  follow  one  central  theme 
--  what  this  country  needs  to  bring  down  prices  is  more  pro¬ 
duction,  more  employment,  and  more  plant  capaicty.  Inflation 
can  be  beaten  back  if  we  discard  restrictive  monetary  poli¬ 
cies  and  concentrate  our  efforts  on  increasing  back  output. 


SECRETARY  DENT:  Thank  you,  Mr.  Fisher. 
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We  call  on  Mr.  Geier. 

MR.  GEIER:  Phil  Geier,  Cincinnati  Milacron,  Inc. 

Mr.  Secretary,  Members  of  Congress,  we  support 
a  197b  fiscal  year  budget  at  a  level  of  $300  billion  and 
we  endorse  a  balanced  fiscal  year  1976  budget. 

We  believe  a  closely  monitored  monetary  policy 
of  restraint  is  a  necessary  element  in  bringing  inflation 
under  control.  We  are  opposed  to  all  forms  of  direct  wage 
ana  price  control.  Experience  has  shown  that  controls  over 
a  period  of  time  aggravate  rather than  alleviate  inflation. 

We  support  health,  safety  and  pollution  controls 
nut  feel  toat  some  have  been  applied  overzealously  and  too 
quickly.  These  have  resulted  inexcessive  costs  and  price 
increases  which  have  increased  inflation. 


We  support  the  program  for  increased  independence 
from cutside  energy  and  raw  material  sources  but  of  greatest 
importance  is  that  U.S.  industry  must  improve  its 
productivity  to  remain  competitive  with  other  industrialized 
nations  in  supplying  home  as  well  as  overseas  markets. 

Investment  in  highly  productive  equipment  is  the 
best  way  for  U.S.  industry  to  combat  rapidly  increasing 
laoor  and  material  cos  ts  and  thus  keep  unit  manufacturing 
costs  as  low  as  possible. 

Since  the  Korean  War,  U.S.  industry  has  not 
invested  in  new  capital  equipment  at  a  rate  comparable  to 
other  industrialized  nations.  Our  investment  rate, 
expressed  as  a  percentage  of  GNP,  has  been  the  lowest 
of  aLl  ineach  of the  last  ten  years. 

Further,  many  of  today  '  s  diortages  which  contribute 
to  inflationare  the  Jesuit  of  insufficient  capacity  due  to 
inadequate  past  investment  in  equipment  and  plant. 
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When  considering  howto  improve  productivity  and 
alleviate  shortages,  it  is  important  to  recognize  that 
present  U.S.  capital  recovery  allowances  are  only  equal 
at  best  to  the  lowest  capital  recovery  allowances  permitted 
our  overseas  competitors. 

I  strongly  recommend  that  the  investment  tax  credit 
be  increased  and  faster  depreciation  be  allowed  on  a 
permanent  basis  so  U.S.  industry  overall  can  be  competitive 
in  the  years  ahead  so  our  standard  of  living  can  be 
maintained  and  so  that  jobs  will  be  available  for  our 
increasing vork  force. 

Finally,  we  favor  a  further  iicrease  in  our 
historic  favorable  balance  of  trade.  Thiscan  be  furthered, 
first,  by  early  passage  of the  trade  bill,  a  prompt  start 
on  t  he  GATT  negotiations  and  on  negotiations  to  reduce 
non- tariff  trade  barriers;  second,  by  making  long-term 
credit  terms  competitive  withthose  of  our  overseas 
competitors  through  a  permanent  strengthening  of  the 
Export-Import  Bank,  and  third  by  a  further  liberalization 
of  East-West  trade. 

Thank  you,  Mr.  Secretary. 

SECRETARY  DENT:  Thank  you,  Mr.  Geier. 

We  are  moving  on  a  tight  schedule.  Where 
consensus  has  been  achieved,  let's  merely  confirm  it  aid 
not  expand  on  it. 

We  call  on  Ilr.  Gerstacker. 

MR.  GERSTACKER:  No  one  in  our  country  wants 
the  kind  of  inflation  we  are  suffering  —  it  hurts  everyone. 
We  need  not  only  aggressive  leadership  such  as  our 
President  is  demonstrating ,  but  we  need  to  have  all  our 
citizens  fighting  shoulder  to  Moulder,  voluntarily,  to 
reduce  inflation.  Then  we  will  get  somewhere. 

I  would  propose  that  government  initiate  this 
voluntary,  notmandatory ,  support  of  the  citizenry  by 
means  of  what  might  be  called  a  five-and-ten  program. 

Under  this  program,  government  wouldask  industry  to  make 
a  pledge,  company  by  company,  not  to  aise  its  price  index 
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by  laorethan  a  reasonable  level  such  as  five  percent  from 
Labor  Day  19  74  to  Labor  Day  19  75  and  government  would 
ask  labor  leaders  to  pledge  thatthey would  limit  their 
wage  demands  to  a  reasonablelevel  such  as  10  percent  during 
the  same  period. 

I  believe  such  a  program  wouldfindthe  support 
ofooth  industry  and  labor, and  under  strong  leadership  from 
the  President  and  Congress  we  would  makethis  work. 

I  would  like  to  iee  many  companies  flying  a  flag 
that  said  they  were  backing  the  program, the  flag  being 
awarded  tothose  who  pledged  to  fightinflation  by  staying 
withih  these  reasonable  boundaries. 

If  such  a  positive  program  wereadopted, 

Dow  Chemical  would  be  oie  ofthe  first  to  pledge  to  do  its 
part.  Unions,  stores  andcompanies  that  met  or  bettered 
the  standards  that ve  set  should receiv  public  approval. 

I  don 1 tknow that  five  or  ten  are  theright  numbers; 
this  should  be  open  to  debate,  of  course.  There  could  be 
very  legitimate  reasons  for  variance  in  different 
industries . 


The  important  thing  is  to  set  standards  ,reasonalle 
standards  and  get  industry  and  labor  to  pledge  totry  to 
meet  those  standards. 


Within  a  short  time,  inderthe  pressure  ofpublic 
opinion,  many  would  takethe  pledge  andwe  would  all  get 
togetherand  fightinflation.  That  is  the  important  thing. 

Inflation  is  simply  too  much  money  chasing  after 
too  few  goods,  so  our  money  supply  needs  to  be  held  to  a 
reasonable  growth  by  the  Federal  Reserve. 

At  present,  the  control  is  too  tight. 

The  other  side  ofthe  story  is  a  supply  and  demand 
for  food  and  goods.  tJhen  demand  is  increasing  faster  than 
supply,  you  get  an  inflationary  push. 
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What  we  need  to  do  is  to  produce  soiruch  food, 
so  nuch  goods,  so  much  of  every  thing ,  real  ly ,  that  hundry 
competitors  will  try  so  hard  to  sell  their  products 
that  prices  will  stabilize  and  even  decline  as  is 
presently  happeningwith  gasoline  prices,  for  example. 

If  we  produce  more  food  and  goods,  that  will 
bring  more  jobs  and  more  produtivity  and  this  is  what  we 
should  do  —  accentuate  tie  positive,  get  supply  to  out¬ 
run  demand  so  that  we  have  both  more  goods  and  more  jobs. 

I  also  feel  that  interest  iates  must  be  reduced 
right  now.  They  contribute  to  inflation  by  raising  costs 
and  reducing  investment.  When  reduce  investment,  you 
reducethe  supply  of  food  and  goods. 

Capital  must  be  made  more  freely  available, 
immediately  for  the  investments  we  need  to  make  infarming, 
housing  u  tilitiesand  industrial  expansion. 

More  importantly,  governments  must  balance  their 
budgets  --  particularly  the  federal  budget  —  and  live 
within  their  incomes  as  all  of  us  should.  And  government 
should  do  tiis  by  cutting theirexpenses ,  not  by  increasing 
taxes . 


But  for  all  of  these  things  to  happen ,  need 
some  program  to  serve  as  a  focal  point ,  something that  we 
can  all  get  behind.  I  think  the  voluntary  five-and-ten 
program  suggested  would  dothis  and  do  so  in  a  fair  and 
justmanner.  I  believe  such  a  programwould  bring  an 
increase  inthe  living  standard  of  all  Americans . 

Thank  you. 

SECRETARY  DENT:  Thank  you,  Mr.  Gerstacker. 

We  call  on  Mr.  Griffin. 

MR.  GRIFFIN:  Hadley  Griffin,  Brown  Group. 

The  Brown  Group  is  engaged  in  the  production 
and  retailing  of  consumer  products,  primarily  footwear 
but  including  fabrics  for  home  sewing,  bikes,  trikes, 
sporting  goods. 
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While  our  overall  price  levels  have  increased, 
it  has  been  at  a  rate  lowerthan  national  inflation,  although 
margins  are  restricted  by  large  increases  inbasic  raw 
materials,  in  energy  and  inthe  cost  cf  capital. 

We,  like  all  of  you,  suffer  from  inflation .  I 
strongly  recommend  maintaining  federal  expenditures 
below  $300  billion  in  fiscal  1975  and  further  recommend 
achieving  at  ibast  a  balanced  federal  budget  through 
control  of  expenditures  in  1976. 

If  all  this  is  not  totally  a  federal  matter,  I 
recommend  that  we  all  use  our  influence  inthe  same  way 
on  the  state  and  localexpenditures  which  are  a  very' 
significant  portion  of  governmental  expenditures  and 
have  risen  greatly  in  recent  years. 

In  limiting  federal  expenditures,  no  one 
category'  can  be  considered  sacrosanct.  On  theother 
hand,  it  would  be,  I  think,  unwise  to  make  disproportionately 
large  cuts  in  otherwise  desirable  programs.  The  government, 
however,  must  take  the  lead  in  putting  its  house  in  order. 

I  would  recommend  no  increase  in  tie  corporate 
income  tax.  On  theother  hand,  I  wouldnot  oppose  an 
increase  in  personal  income  tax  at  higher  levels  maintaining 
the  limitation  on  earned  income. 

I  recommend  thattax  incentives  be  strengthened 
in  the  areas  of  production  to  hold  down  cost  of  basic 
materials  and  t>  increase  productivity.  Tax  incentives 
for  individual  investment  should  beprovided  by  a  substantial 
increase  in  the  dividend  credit  so  that  it  becomes  meaningful 
to  the  small  and  moderate  investor  in  the  form  of  a  tax 
credit  for  investment  in  savings  institutions. 

We  need  moderate  expansion  of the  money  supply  to 
support  projected  long-term  growth  in  the  GNP  and  as  near 
as  possible  this  expansion  should  be  on  a  consistent  basis, 
rheneed  to  encourage  capital  formation  inthe  years  ahead  is 
of  such  great  importance  that  it  is  for  thisreason  I  feel 
no  increase  incorporate  taxes  is  indicated  and  that 
incentives  to  save  and  invest  on  a  personal  level  are 
important . 
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While  wenust  not  turn  our backs  on  progress 
against  environmental  problems  nor  permit  actually 
dangerous  conditions  incur  industrial  plants ,  this  is 
no  time  for  the  overzealous  attitude  by  either  EPA 
or  OSHA. 


As  a  producer  for  generations  ofnationally 
advertised  branded  goods,  we  feel  tiat  the  consumer 
discrimination  has  been  underestimated  by  those  who 
feel  the  consumer  needs  constant  protection.  I 
oppose  wage/price  controls  but  do  feel  that  guidelines 
properly  propounded  and  accepted  could  be  of  value. 

Conservation  of  energy  is  and  will  remain  of 
great  importance  to  this  country.  Reducation  of  our 
heavy  reliance  on  foreign  sources,  especially  for 
petroleum,  should  be  a  priority  program  and  tothe 
extent  possible,  cooperation  with  other  petroleum 
consuming  rations  toward  achieving  a  mo  re  reasonable 
petroleum  price  in  the  context  of  consumer  energy 
should  be  pursued. 

Wemust  not  permit  ourselves  to  be  lulled  into 
the  situation  of  believing  that  our  energy  crisis  is 
not  a  severe  problem. 

I  concur  in the  proposal  that  the  government ,  if 
necessary,  undertake  employment  should  economic  conditions 
temporarily  raise  domestic  unemployment  to  an  unacceptable 
level . 


Since  inflation  is  a  social  and  political  problem 
as  well  as  economic,  there  is  a  great  need  to  inform  and 
educate  the  Americanpublic  to  understand  what  makes  our 
system  tick  so  all  can  participate  inthe  fight  against 
inflation  by  increasing  productivity,  by  personal  saving, 
and  by  energy  conservation. 

We  must  not  forget  that  increase  in  productivity 
does  not  aome  solely  fromcapital  investment ,  but  is  very 
importantly  an  attitudinal  problem  for  each  and  every  one 
of  us  at  every  level  in  our  society. 


Thank  youvery  much. 
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SECRETARY  DENT:  Thank  you. 

We  will  call  on  Mr.  Gaudion . 

MR.  GAUDION:  Donald  Gaudion,  Chairman  of 
the  National  Association  of  Manufacturers. 

Mr.  Secretary,  I  think  that  in  a  democracy 
problems  frequently  have  to  be  recognized  as  reaching 
crisis  proportions  before  action  is  initiated. 

Hopefully,  these  meetings  will  establish 
inflation  as  our  number  one  problem. 

There  are  no  easy  answers  to  inflation  unless 
we  want  toseverely  deflate  through  an  experience  like 
the  mid- thirties  where  corporate  profits  disappeared 
and  we  had  over  25  percent  unemployment.  There  are  a 
series  of  things  we  can  do  to  reverse  the  inflationary 
trends  we  set  in  notion  and  gradually  work  it  out  ofthe 
system. 


1)  The  disorganization  and  demoralization  of 
financial  markets  is  partly  theresult  of  measures  taken 
to  curb  inflation,  and  partly  tie  Esult  of  Ihe  inflation 
itself.  it  ismade  worse  by  artificially-imposed 
limitations  such  as  state  usury  laws  and  ceilings 
on  interestrates  paid  by  savings  institutions.  Our 
financial  instititions  generally  were  not  designed 
for,  and  do  not  work  well  in,  a  period  of  inflation  as 
bad  as  the  last  two  years. 

The  conclusion  I  come  to  is  that  ve  will  need 
to  maintain  a  posture  of  severe  restraint  on  money 
and  credit  expansion,  but  that  suchrestrictions  cannot 
do  tie  job  alone  without  courting  disaster. 

We  must  cfevelop  fiscal  responsibility  in 
government.  We  must  slow  up  the  establishment  of  great 
new  programs  that  v/e  cannot  afford.  We  must  let  business, 
the  goods  and  payroll  production  side  of  our  society, 
alone  for  a  while  ratherthan  badgering  it  with  more 
anti-business  legislation —  orwe  will  kill  the  goose 
that  lays  the  oplden  eggs.  Weneed  time  to  digest  the 
programs  already  inbeing  and  get  the  budget  in  balance  — 
at  a  level  of  pending  that  will  not  continue  to  rise  as 
steeply  as  in  the  recent  past. 
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We  must  encourage  rather  than  discourage 
savings  and  capital  formation  if  we  are  to  build  the 
productive  capacity  necessary  to  meet  unprecedented 
global  demand.  This  involves  reversing  tax  policy 
insuch  areas  as  capital  gains  and  depreciation. 

As  someone  said  before,  we  are  living  off 
our  seed  corn. 

There  must  be  mutual  recognition  by  employers 
and  employees  —  both  of  whom  are  victims  of  this 
inflation  rather  than  its  cause  —  that  efforts  to 
raise  real  wages  by  large  increases  in  monetary  wage 
rates  are  futile  and  counterproductive.  They  spread 
the  inflation  through  the  .industrial  sector,  instead 
of  restoring  the  purchasing  power  of industrial  employees. 

A  forthright  renunciation  ofwage  and  price 
controls,  by  both  the  Administration  and  Congress, 
will  behalpful  inrestoring  confidence.  Eventhe  fear 
that  such  controls  might  be  reimposed  has  adverse 
economic  effects. 

Thank  you  very  much . 

SECRETARY  DENT:  Thank  pu,  Mr.  Gaudion. 


Mr .  Towey . 
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MR.  TOWEY:  I  am  representing  the  Olin  Corporation. 

Mr.  Secretary,  I  will  try  to  be  brief.  We  are 
completely  in  accordance  with  tie  efforts  to  reduce  federal 
outlays  this  fiscal  year  below  the  $300  million.  It  would 
be  difficult  to  achieve  a  balanced  and  at  least  a  balance 
in  76  with  a  surplus  if  possible.  We  concur  with  the 
previously  expressed  feeling  that  taking  $5  billion  out  of 
a  $300  billion  budget  is  certainly  a  do-able  task. 

Effects  of  highly  restrictive  monetary  policy  if 
prolonged  can  be  very  dangerous.  There  are  apparent 
signs  of  easing  and  we  think  this  is  good.  High  interest 
rates  have  an  effect  on  residential  construction.  This 
is  a  disporportional  burden  on  the  American  people.  We 
nominate  this  as  a  long-term  structural  problem  tiiat  demands 
attention  so  that  every  period  of  high  interest  rates  does 
not  claim  housing  as  its  most  seriously  wounded  victim. 


We  believe  there  has  been  adequate  evidence  that 
price  and  wage  controls  not  only  don’t  work,  but  are 
counterproductive  and  we  hope  that  these  are  not  being 
seriously  intertwined. 

In  the  environmental  area  we  urge  common  sense. 
Consideration  should  be  gieen  to  the  delays  for  the  stretching 
out  of  low-priority  programs  that  would  release  funds  for 
expansion  purposes  which  would  help  reduce  inflationary 
pressures . 


We  all  know  that  inflation  has  long-term  roots. 

It  cannot  be  solved  in  the  short-term  by  any  sweeping  actions. 
Our  principal  plea  is  that  our  future  long-run  health  as  an 
economy  is  not  sacrificed  tiiroigh  short-run  stopgap  actions. 

The  cure  for  inflation  we  believe  is  rooted  in  increased 
productivity  by  means  over  increased  capital  accumulation 
and  by  means  of  increased  personal  effort.  Increased  pro¬ 
ductivity  should  be  our  first  priority. 

SECRETARY  DENT:  Thank  you,  Mr.  Towey.  We  now  call 
on  Mr.  Thomas . 
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MR.  THOMAS:  I  am  President  and  Chairman  of  a  Whole¬ 
sale  Distributor  in  Arizona.  We  are  in  a  1  percent  market 
buying  products  from  several  hundred  of  America's  major 
manufacturers  of  consumer  goods . 

We  sell  our  products  to  the  National  Retail 
Chains,  Small  Retailers  and  Home  Builders  in  Arizona, 

New  Mexico  and  Nevada.  I  am  a  member  of  the  National 
Association  of  Wholesale  Distribution  and  part  of  an 
industry  that  sells  approximately  400  billion  dollars  worth 
of  the  nation's  gross  national  products. 

Our  industry  has  over  $90  billion  in  accounts 
receivables  under  extreme  pressure.  Many  of  our  customers 
have  liquidity  problems  and  it  is  a  race  for  the  money. 

By  the  second  quarter  of  next  year,  deflation  could  well  be 
upon  us  if  some  decisions  aren't  made  rather  soo  n. 

We  are  charging  more  for  things  because  of  higher 
costs.  We  try  to  pass  these  costs  along  to  our  customers. 
Some  industries  are  doing  it  profitably.  Distribution  is 
not . 


four  costs  that  we  can't  control,  that  can't  be 
shopped  and  that  have  added  greatly  to  our  selling  pricos, 
are:  Taxes  (property  and  income)  Interest,  Fuel  and 

Freight.  These  costs  can  all  be  lowered  through  Federal 
Government  tax  reform,  personal  and  corporate;  fiscal 
polich ,  a  balanced  budget;  international,  economic  policy; 
and  elimination  of  regulatory  inefficiencies. 

Small  business  needs  the  100,000  minimum  tax  rate 
ceiling  as  proposed  by  Senator  Tower.  Investment  credit 
is  of  little  interest  but  helping  small  business  retain 
earnings  for  survival  helps  all  of  us  and  should  result  in  a 
net  tax  gain.  The  consumer  making  less  then  $12,000  a  year 
also  needs  relief. 

A  balanced  budget  means  less  government  competition 
forsavings  and,  therefore,  lower  interest  rates.  I  fully 
support  a  balanced  budget,  budget  reductions  and  cost 
cutting.  I  would  be  happy  to  pay  a  10  to  15  percnet  person 
and  corporate  surcharge  to  get  it. 
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Competition,  of  course,  is  an  essential  anti¬ 
inflation  tool  thathas  been  blunted. 

1 .  Congress  must  quickly  eliminate  the  numerous 
regulatory  statutes  that  restrain  competition,  productivity, 
and  artificially  maintain  price. 

2.  Our  multi-national  firms  need  U.S.  Government 
help  to  successfully  compete  with  foreign  industry  and  their 
governments.  I  like  the  idea  of  the  55  mile  per  hour 
speed  limit. 

3 .  Anti-Trust  laws  should  be  vigorously  enforced 
and  apply  toth  to  organized  labor  and  business. 

I  like  and  support  the: 

1.  Federal  Reserve  Board's  monetary  policy 

2 .  Using  the  Federal  Government  as  the  "Employer  of 
Last  Resort"  and 

3.  President  Ford's  ability  to  make  unpopular 
desisions.  We  need  more  of  them. 

SECRETARY  DENT:  Thank  you. 


We  now  call  on  Mr.  Platts. 
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MR.  PLATTS:  Whirlpool  Corporation. 

My  suggestions  embrace  several  areas: 

1.  Fiscal  policy.  Stated  simply,  expenditures 
should  not  exceed  income  during  Fiscal  Year  1975.  Not  only 
will  this  contribute  to  the  resolution  of  inflation,  but  the 
resultant  reduction  in  government  borrowing  will  reduce  the 
competition  for  such  capital  and  contribute  to  the  needed 
reduction  in  interest  rates. 

2.  Monetary  policy.  Federal  Reserve  policy  of 
reasonable  constriction  should  be  continued  until  such  time 
as  interest  rates  decline,  reflecting  a  reduction  in  the 
demand  for  credit. 

3.  Investment  Tax  Credit  and  Modernized  Depreciation 
Schedules.  Demand  for  many  basic  materials  now  exceeds  basic 
capacity  in  these  industries,  resulting  in  a  continued  escalation 
of  prices.  In  the  absence  of  significant  investment  in  added 
capacity  this  demand-pull  inflation  will  grow.  To  satisfy  these 
capital  needs ,  liberalized  depreciation  schedules  and  increased 
investment  tax  credits  will  be  required  --  in  addition  to 
retained  earnings  --  to  fund  suchadded  capacity. 

4 . The  cost  of  capital  should  be  recoverable  in 
no  longer  than  five  years  forplant  equipment  and  ten  years 
for  the  plant  cost  itself.  The  state  of  today's  bond  and 
quity  markets  render  them  virtually  useless  as  sources  of 
capital . 


5 . Unemployment ,  Social  Security  and  Social  Welfare: 

A  major  restructuring  of  our  National  approach 
in  the  above  named  areas  must  be  undertaken  from  an  economic 
rather  than  a  political  posture.  That  portion  of  our 
population  represented  by  the  Social  Security  age  group, 
on  the  one  hand,  and  the  unemployed  Social  Welfare  grap , 
on  the  other,  has  reached  a  state  where  the  total  demand  on 
the  productive  portion  of  our  poulance  can  no  longer 
accommodate  the  tax  demand  in  terms  of  current  growth  trends. 

6.  Government  Cortrols  and  Regulations:  Wage  and 
price  cortrols  were  tried,  failed,  and  should  not  merit 
future  consideration.  Federal  regulatory  interference  with 
our  economic  system  is  inevitably  detrimental.  Existing 
regulatory  agencies  should  be  reexamined  to  determine 
whether  they  do  not  more  interefere  with  economic  progress 
rather  than  contribute  to  it. 


7.  Future  Economic  Direction.  The  Congressional 
Budget  Act  of  1974  should  be  fully  implemented  to  establish 
governmental  expenditure  priorities  and  limits  within  the 
framework  of  federal  income  in  concert  with  a  monetary 
policy  of  a  sustainable  character.  Priorities  and  expenditure 
must  be  established  on  an  economic  rather  than  a  political 
basis . 


I  thank  you  for  this  opportunity  to  offer  my  views. 
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SECRETARY  DENT:  Thank  you.  Hr.  Platts. 

Mr.  Shapiro. 

MR.  SHAPIRO:  Mr.  Secretary,  the  hour  is  late. 

I  speak  for  the  Dupont  Chemical  Company. 

As  the  first  step  in  the  war  on  inflation  I  will 
conceed  half  of  my  time. 

In  an  effort  not  to  duplicate  what  has  already  been 
said,  let  me  say,  first,  that  I  have  filed  a  lengthy 
written  statement.  We  earlier  submitted  one  to  Mr.  Rausch 
so  there  is  documentation  for  what  I  want  to  say. 

We  have  all  talked  as  businessmen  today  but  I  think 
one  important  point  ought  not  be  overlooked.  Inflation 
affects  everybody  in  the  country  —  not  just  businessmen 
and  therefore  it  is  a  moral  and  practical  imperative  that 
proposed  cures  be  compatible  with  the  needs  of  all  segments 
of  society.  When  we  look  at  the  problem  today  as  businessmen 
we  should  bear  in  mind  next  week  we  will  have  to  be  thinking 
about  compromises  as  all  the  groups  come  together  in  Washington. 

With  respect  to  tax  incentives  going  toward  tax 
accumulation,  enough  has  been  said  and  I  support  what  has  been 
said  and  I  want  to  move  on  to  other  subjects. 

One  of  those  that  I  think  needs  more  statement 
than  has  been  made  is  the  subject  of  costs  that  derive  from 
the  overregulation  of  industry  by  government.  In  case  after 
case,  government  regulation  in  the  field  of  energy,  transportation, 
pollution  control ,  safety  and  employment  practices  has  hampered 
productivity  and  increased  the  cost  of  production  to  a  degree 
that  has  negated  the  intended  benefits  to  the  public. 

I  would  quickly  say  that  the  objectives  of  such 
regulations  are  almost  always  commendable  but  the  legislative 
process  has  been  hasty  in  some  cases  and  administrative 
procedures  have  very  often  been  short-sighted  and  parochial . 

I  would  suggest  the  creation  of  a  mechanism  that 
would  require  public  disclosure  of  the  economic  consequences 
of  all  federal  programs  and  regulations.  We  do  it  now  with 
the  environmental  impact  statements  and  I  suggest  that  the 
government  itself  should  require  itself  to  publish  economic 
impact  statements  as  a  similar  means  of  self-discipline. 
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Finally,  Mr.  Secretary,  I  would  add  one  additional 
point:  There  has  been  an  abundance  of  words  about  inflation. 

The  time  is  coming  quickly  for  action.  I  would  hope  that  in 
the  period  between  now  and  early  November  the  Administration 
couldput  together  its  legislative  package  and  that,  beginning 
in  November  and  December,  the  Congress  could  be  asked  to 
act  and  take  steps  that  would  get  the  country  moving  again. 

SECRETARY  DENT:  Thank  you,  Mr.  Shapiro. 

As  you  know,  Dr.  McCracken  had  been  appointed 
to  pull  together  all  of  the  suggestions  and  prepare  a  package 
for  the  President^  consideration  and  decision. 

I  congratulate  each  and  every  delegate.  We  have 
made  the  full  circle. 

After  lunch  we  will  return  to  sharpen  the  focus 
on  the  several  issues  which  have  been  brought  before  the 
meeting. 


Luncheon  for  delegates  and  government  representatives 
will  be  served  in  the  Hilton  Room  Number  3  directly  beneath 
this  ballroom  on  the  mezzanine  level  —  a  set  lunch,  set 
price,  uninflationary  price  of  $6  will  be  extracted. 

(At  12:30  p.m. ,  the  Conference  recessed  to 
reconvene  at  2  p.m.  the  same  day. ) 
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AFTERNOON  SESSION 


2:00  p .m. 

SECRETARY  DENT:  Ladies  and  gentlemen,  a  word  first 
of  all  for  the  press.  We  are  pleased  to  announce  that  a 
complete  transcript  of  the  morning  session  wil  1  be  available 
in  the  press  room  before  the  clsoe  of  this  afternoon's 
session . 


Now  I  think  that  is  responding  to  your  productivity 
suggestions  pretty  well . 

[Applause . ] 

We  will  get  copies  to  all  of  the  delegates  as 

well . 


At  two  o'clock  today  the  Commerce  Department  is 
releasing  in  Washington  to  the  press  a  report  on  corporate 
profits  for  the  second  quarter  of  1974.  I  am  also  releasing 
a  statement  both  here  and  in  Washington  commenting  on  this 
report  for  use  by  the  media  at  3:00  p.m. 

It  will  be  available  in  the  press  room.  The  report 
shows  that  corporate  profits  in  the  second  quarter  were  at  an 
annual  pre-tax  rate  of  $134.5  billion  up  3.5  percent  from  the 
previous  quarter  and  14.9  percnet  higher  than  a  year  ago. 

However,  as  my  statement  observes,  $38  billion  of 
these  profits  can  be  attributed  to  an  upward  valuation  in 
inventory  reflecting  the  impact  of  inflation.  There  would 
have  been  a  decline  in  profits  from  the  first  quarter  if  there 
had  been  no  adjustment  for  inflation. 

We  would  like  now  to  get  on  with  the  focusing  of  the 
discussions  which  came  forward  this  morning.  One  of  tie 
objectives  that  we  were  trying  to  achieve  was  to  develop 
areas  of  hardship  that  need  special  consideration.  It  seems 
to  me  to  be  obvious  that  housing  has  been  mentioned  frequently. 

The  question  of  unemployment  also  needs  concern. 

There  was  mentioned  not  as  frequently  as  we  heard  before, 
the  utility  capital  investment.  I  wonder  if  there  is  any 
discussion  of  area  of  hardship  in  the  economy. 
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All  right,  we  will  move  on  then  to  the  question 

of - 


HR.  SMITH:  Mr.  Secretary,  Smith  of  international 

Paper. 


A  considerable  volume  of  our  business  is  in  the 
lumber  and  solid  wood,  plywood  and  so  on  business  and 
I  cannot  let  it  go  without  emphasizing  that  this  industry 
is  in  desparate  shape  in  terms  of  volume  of  business  and 
in  terms  of  prices  thatmany  companies  are  closing  down, 
many  of  the  smaller  sawmills  and  plywood  mills  are  going 
bankrupt  and  if,  as  and  when  housing  starts  up  again,  it 
could  well  be  thatthere  will  not  be  the  production  capacity 
available  to  supply  the  solid  wood  products  needed. 

The  net  result  is  that  the  industry  will  then  be 
accused  of  greatly  inflating  prices  but  it  is  really  this 
rolley -coaster  effect  right  now.  Housing  starts  are  down 
60  percent  of  what  they  were  ate  the  early  part  of  1973 
and  this  is  a  disasterous  drop. 

SECRETARY  DENT:  One  question:  Appropos  of  this 
plywood  and  lumber  situation,  about  a  year  ago  our 
Department  was  beseiged  with  requests  for  export  controls . 
What  is  the  status  of  export  demand  for  lumber  products? 

MR.  SMITH:  Well,  export  demand  has  considerably 
fallen  off  as  it  was  a  year  ago,  but  the  industry  would  be 
in  worse  shape  if  it  were  not  making  exports  to  Japan  and 
some  to  Europe . 

Further  than  that,  I  think  it  is  quite  significant 
that  controls  were  removed  from  solid  wood  long  before 
they  were  removed  from  most  other  manufactured  products  and 
the  interesting  thing  that  prices  had  started  down  in  that 
field  even  before  the  decline  in  housing  starts  illustrating 
again  that  tie  market  correction  that  takes  place  in  the 
absence  of  price  control . 

SECRETARY  DENT:  Thank  you. 

Any  other  comments  on  other  areas? 


Yes,  Mr.  Gerstacker? 
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MR.  GERSTACKER:  Mr.  Secretary,  it  seems  to  me  we 
would  be  quite  parochial  if  we  forgot  about  the  farm  hard¬ 
ship,  at  least  in  the  areas  of  animal  husbandry.  I  think 
there  are  some  real  hardships  in  that  area  which  may  hurt 
the  supply  of  food  and  meat  for  the  future  unless  people  are 
aware  of  the  farmers-*  problem. 

SECRETARY  DENT:  Thank  you.  Are  there  any  other 

comments? 

Well,  let’s  move  on  then  to  the  ques tionaires 
that  were  submitted.  One  item  on  Ihere  related  to  fiscal 
expenditures.  The  question  of  maintaining  federal  expendi¬ 
tures  below  the  $300  billion  level  in  fiscal  1975.  There 
were  some  who  felt  there  should  be  no  cutback,  but  I 
believe  that  an  overwhilment  majority  felt  that  this  budgetary 
goal  was  essential. 

Now,  it  seems  to  me  tha  it  might  be  useful  if  anyone 
could  identify  areas  more  specifically  that  the  Congress  and 
the  Executive  should  consider  for  this  cutback  of  at  least 
$5  billion,  perhaps  more. 

Mr.  Miller. 

MR.  MILLER:  Mr.  Secretary,  have  we  taken  adequate 
account  of  the  size  of  the  cut  that  would  be  required  to 
have  a  net  effect  of  a  $5  billion  reduction?  I  have  a  feeling 
that  in  the  probable  effective  inflation  rate  in  the  govern¬ 
ment  is  higher  than  for  the  country  as  a  whole  because  it  has 
a  high  service  content.  If  the  inflation  rate  is  10  percent 
or  greater,  you  have  to  cut  10  percent  just  to  stay  where 
you  were.  I  am  wondering  as  you  intend  to  cost  out  the  sug¬ 
gestions  that  are  made  here,  you  had  better  include  the 
inflation  rate  on  the  government  goods  and  services  as  part 
of  the  problem  and  I  have  not  heard  that  mentioned  much  and 
also  cost  out  a  reduced  tax  revenue  which  I  and  others  have 
proposed  to  you  in  the  way  of  aids  to  including  the  investment 
situation  and  then  take  account  of  what  we  have  said  about 
a  balanced  budget,  what  is  required  to  fill  that  difference. 

I  think  we  are  all  talking  about  a  very  much  bigger 
gap  than  we  might  imagine. 

SECRETARY  DENT:  There  is  no  question  as  you  refer  to 
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the  investment  tax  credits,  depreciation  and  all.  This  will 
affect  the  income  side. 

Mr.  Morgens  . 

MR.  MORGENS:  I  think  on  this  subject  it  might  be 
worthwhile  pointing  out  that  even  if  there  is  a  $5  billion 
cut  in  the  federal  budget  that  thsre?  will  still  be  a  con¬ 
siderable  increase  in  federal  spending  this  year  against 
last  year. 

If  the  budget  is  held  at  $300  billion,  if  my  figures 
are  correct,  there  will  still  be  an  increase  in  spending  of 
$32  billion  compared  to  last  year.  What  is  more,  there  will 
still  be  a  federal  deficit  in  my  judgment  if  it  is  held 
to  $300  billion. 

I  think  certainly  it  should  be  cut  to  at  least 
$300  billion,  but  in  the  next  fiscal  year  budget,  which  I 
assume  is  under  preparation  right  now,  we  ought  to  really 
make  sure  it  is  in  balance. 

SECRETARY  DENT:  Mr.  Blackburn. 

MR.  BLACKBURN:  The  question  comes  to  my  mind 
as  we  speak  in  terms  of  a  balanced  budget  as  to  just  how 
many  of  the  participants  here  realize  there  is  some  debate  in 
Congress  as  to  whether  cr  not  the  unified  budget  concept  that 
we  use  as  a  fair  reflection  of  government  expense  versus 
government  income .  In  a  conversation  with  Dr.  Burns  this 
year  before  my  committee,  I  asked  him  if  he  thought  that  the 
deficit  which  is  being  discussed  for  this  year  of  some 
$4  billion  or  $3.5  billion  was  a  fair  reflection  of  the 
acutal  deficit  and  he  was  very  candid  in  saying  that  he 
thought  a  more  honest  appraisal  of  the  deficit  would  be 
in  excess  of  $20  billion. 

So,  when  we  speak  in  terms  of  a  balanced  budget,  I 
think  a  little  more  candor  in  government  would  lead  us  to 
conclude  we  could  not  be  speaking  in  terms  of  a  $5  billion 
decrease  in  spending,  we  would  be  speaking  in  terms  of  a 
$20  or  $25  billion  decrease  in  spending. 

SECRETARY  DENT:  Mr.  Gerstacker. 
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MR.  GERSTACKER:  Mr.  Secretary,  I  think  I  would 
like  to  make  a  point  about  the  difference  between  domestic 
and  foreign  expenditures.  Concern  has  been  expressed  about 
an  unemployed  in  this  country  and  the  need  to  keep  the  economy 
strong . 


I  would  like  to  advocate  that  the  cuts  be  more 
severe  in  foreign  expenditures  than  in  domestic  expenditures  . 
For  example,  the  cost  of  our  troops  in  Europe,  I  do  not  think 
that  when  Europeans  buy  our  government  bonds  that  should 
be  paying  for  the  cost  of  our  troops  in  Europe . 

I  ever  quite  understood  how  that  pays  for  it.  I 
also  think  we  have  things  like  $11  million  of  military  aid  to 
Ethiopia.  I  think  that  is  where  we  should  make  the  most 
severe  cuts  domestically  if  we  are  successful  in 
reducing  interest  rates  and  the  total  debt  of  the  govern¬ 
ment.  Of  course,  that  would  be  a  reduction  in  cost  of 
government . 

SECRETARY  DENT:  Thank  you. 

Mr.  Scott. 

MR.  SCOTT:  Walter  Scott  from  OMB. 

I  would  like  to  comment  on  a  couple  of  aspects  raised 
by  several  of  you . 

First,  Mr.  Miller  mentioned  the  inflationary  impact 
and  the  rising  cost  and  so  on.  This  has  just  as  significant 
or  even  more  so  implication  on  the  revenue  side  or  at  least  has 
historically.  This  is  not  to  rationalize  no  expenditure 
cuts  but  typically  the  revenues  have  risen  faster  than 
expenditures  because  of  the  fact  that  so  many  government 
serivces  were  contracted  in  advance  or  in  fact  entitlement 
levels  and  so  on  are  in  fact  established  in  new,  therefore 
there  can  be  some  time  lag  although  the  benefits  have  grown 
much  faster  than  inflation  with  Social  Security  and  the 
largest  case  in  point.  Neverthe  less,  as  the  economy  begins 
to  lose  some  of  the  steam  as  it  has  done  within  recent 
months,  that  dimensions  of  hat  situation  change  somewhat 
so  that  the  revenue  side  of  the  budget  which  is  probably 
going  to  be  about  $295  billion  in  terms  of  recent  estimates 
has  held  relateively  static  despite  the  rising  rate  of  infla¬ 
tion  because  of  a  somewhat  diminished  outlook  for  the  kind  of 
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growth  of  corporate  profits  that  we  thought  we  saw  earlier 
in  the  year . 

As  a  result,  this  suggests  if  we  are  going  to 
come  close  to  a  narrowing  gap  that  we  really  must  in  fact 
come  to  grips  wit  the  programs  that  must  be  cut  to  get 
us  down  to  through  $300  billion  and  also  recognizing  that 
probably  now  even  with  legislation  we  are  not  going  to  get 
more  than  six  months  worth  of  those  cuts. 

So  that  tie  basic  cuts  we  are  looking  at  are  much 
more  substantial  than  that  in  terms  of  programs.  Now, 
that  will  have  lots  of  benefits,  however,  as  we  move  into 
the  1976  figures  and  are  attempting  to  try  for  a  balanced 
budget. 


Now,  as  you  may  have  seen  within  some  of  the 
newspapers  and  so  on,  the  revenue  estimates  for  fiscal 
1976  are  at  about  the  $330  billion  figure.  The  uncon¬ 
strained  continuation  of  existing  programs  at  their 
present  levels  would  head  us  to  an  expenditure  figure  now 
of  something  in  excess  of  $340  billion. 

Therefore,  that  means  that  if  we  want  to  in  fact 
balance  the  budget  at  a  figure  of  $330  or  somewhat  less 
k^-Hion,  we  have  to  make  cuts  in  the  existing  programs  and 
we  cannot  pass  the  additional  programs  that  are  going  to 
in  fact  put  on  continual  upward  pressures. 

Also  I  might  mention  another  aspect  of  this  which 
makes  the  job  even  a  little  bit  tougher.  if  we  cut  $10 
k-*-Flion  out  of  the  budget,  presumably  this  results  in  some 
increase  in  unemployment.  It  has  an  implication  of  that 
kind  in  which  there  are  expenditures  automatically 
built  into  law ,  unemployment  compensation  and  so  on  and  that 
makes  it  just  a  little  tougher  to  be  getting  down  the 
absolute  expenditure  figures . 

Finally,  perhaps  to  expand  on  the  comments  in  terms 
of  also  called  off-budget  kinds  of  items.  I  think  we  should 
never  lsoe  sight  of  this,  that  the  unified  budget  does  not 
really  Fell  us  the  whole  story  and  in  fact  there  are  major 
governmental  borrowings  and  major  governmental  influences 
that  exist  on  markets . 
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I  think  it  really  behooves  us  to  be  all  pushing 
to  get  these  things  back  into  the  budget  so  that  we  can 
get  a  single  look  in  terms  of  what  is  happening.  I  will 
mention  the  fact  that  within  the  1975  budget  the  so-called 
direct  loan  programs  of  the  government  where  it  is  making 
direct  laons  to  small  businesses  or  whatever  it  may  be,  the 
outstanding  totalled  $48  billion. 

However,  of  the  off-budget  instrumentalities,  the 
total  was  $86  billion  and  in  addition  to  that,  there  were 
federal  guarantees  of  $170  billion.  So  the  influences  on 
capital  markets  are  immense  beyond  the  pure  Executive 
Branch  operations  that  are  included  witin  the  budget. 

SECRETARY  DENT:  Hr.  Gerstenberg . 

MR.  GERSTENBERG:  Would  you  care  to  share  with  us, 
Mr.  Scott,  the  sort  of  assumptions  that  might  be  behind  the 
forecasts  that  you  just  related  for  1976?  Is  there  any 
way  to  generalize  on  whatyou  think  the  economy  is  going  to 
be  doing,  that  would  lead  you  to  that? 

MR.  SCOTT:  I  should  delegate  'that  to  the  Department 
of  Treasury  which  comes  up  with  hese  estimates.  I  suspect 
there  is  a  current  updating  of  these  estimates  taking 
place .  It  is  my  suspicion  that  the  revenue  side  of  the 
budget  which  I  think  you  are  accressing  yourself  to  is 
currently  understated. 

However,  it  is  probably  overstated  to  some  extent 
in  terms  of  the  ebullients  of  the  economy.  As  I  recall 
these  figures,  and  I  would  hate  to  be  held  to  them  because 
I  am  not  aware  of  what  they  rae ,  any  recent  updatings, 
that  within  those  figures  were  something  like  a  7  or  7.5 
inflation  rate  which  is  obviously  totally  unrealistic 
notice  for  the  fiscal  1975  year. 

I  would  rather  not  pub  in  a  figure  in  terms  of 
growth  in  GNP  what  was  in  it  because  I  don't  really  call  the 
figure  but  the  two  may  offset  themselves  in  terms  of  dollar 
size  —  not  the  real  dollar.  That  will  have  implications  for 
the  budget  but  the  revenue  side  will  be  something  of  an  off¬ 
set.  Maybe  Dr.  Fellner  may  be  more  up  to  date  in  terms  of 
those  budget  figures.  We  are  all  looking  toward  a  much 
higher  inflationary  rate  an  nclose  to  the  double  digit  in 
the  fiscal  year  we  a?e  in  now. 
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SECRETARY  DENT:  Mr.  Conable. 

MR.  CONAiBLE :  Thank  you,  Mr.  Secretary. 

This  is  a  terribly  troublesome  area,  the 
area  of  he  balanced  budget.  Quite  obviously 
historically  it  is  —  and  also  in  terms  ofthe 
furstrations  that  anyone  whose  heart  is  inthe 
right  place  feels  as  he  approaches  this  problem  on 
a  day-to-day  basis  in  Congress. 


I  think  it  is  fairly  safe  to  say  that  most 
people  greatly  overestimate  he  impact  on  the  probable 
inflation  rate  ofthe  kind  of  modest  cuts  that  we  are 
talking  about  and  yet  we  have  had  a  pretty  clear 
demonstration  of  how  those  cuts  are  going  to  affect 
people  in  marginal  areas  quite  significantly. 


1  think  also  that  it  is  awfully  easy  to 
look  at  this  pretty  purely  from  the  point  of  view  of 
expenditures  and  not  fromthe  point  of  view  of 
revenues.  Almost  everybody  here  today  has  advocated 
substantial  tax  incentives  for  business.  Such  things 
as  increasingthe  investment  tax  credit  to  10  percent 
or  exempting  the  interest  on  savings  accounts. 


You  are  talking  about  billions  of  dollars 
in  these  and  I  don't  have  the  figures  for  them  readily 
available.  I  can  explain  one  or  two  for  you. 

The  cost  of  exempting  $750  of  interest  on 
savings  accounts  would  be  $1.6  billion.  Thatmeans 
that  you  would  have  to  match  such  an  incentive  with 
additional  cuts  of  $1.6  billion  if  pu  are  going  to 
achieve  a  balanced  budget. 


Wow,  hat  does  notmean  it  is  rot  a  worthy  thing 
to  do.  I  personally  think  that  may  involve  chasing 
yourself  around  the  barn  to  a  certain  ectent,  because 
the  government  is  g>ing  to  have  to  go  out  and  borrow  that 
.6  billion.  Either  that  or  some  other  way . 

But,  it  is  a  very  frustrating  thing  to  find 
people  looking  only  at  the  expenditure  ade  at  the  same 
time  they  are  suggesting  very  substantial  reductions 
<3  revenues  for  laudable  purposes,  but  don't  forget 
that  most  ofthese  government  expenditure  programs  are 
tor  laudable  purposes,  too,  and  it  involves  the 
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reconciliation  of  a  wide  range  of  conflicting  claims 
in  every  circumstance. 

I  think  we  have  to  keep  that  in  mind  and  I 
think  it  is  also  important  to  remember  that  the 
psychological  impact  ofutiat  we  do  may  be  much  more 
important  than  the  economic  impact  measured  in  actual 
terras  . 


The  typical  American  is  going  to  look  at  the 
results  of tliis  Conference  and  what  the  Congress  and  the 
Executive  do  with  the  next  budget  and  if we  have  not  in 
some  way  demonstrated  the  willingness  to  hold  to  some 
discipline,  then ve  are  going  to  have  a  perfectly 
incredibly  unbelievable  effort  at  controlling  inflation 
generally  in  the  eyes  of the  average  American. 

So,  the  psychological  impact  becomes  perhaps 
more  important  than  the  economic  impact  itself,  and  it 
is  important  that  we  cut  X-billion  dollars  or  that  we 
balance  the  budget  at  some  point,  but  that  we  reflect 
in  our  dealings  with  the  people's  business  the  kind  cf 
discipline  that  will  be  credible. 
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SECRETARY  DENT:  Mr.  W.  Johnson. 


MR.  W.  JOHNSON:  Mr.  Secretary,  small  business  feels  very 
strongly  that  the  cost  impact  of  all  legislation  that  appreciably 
affects  the  budget  should  be  more  thoroughly  studied  in  advance 
of  enacting  that  legislation. 

I  would  appreciate  a  comment  as  to  whether  or  not  this 
is  realistic. 

MRS.  GRIFFITHS:  We  are  to  some  extent  already  doinq  that 
not  to  all  extents  though.  * 

One  of  the  things  that  I  thought  of  as  I  sat  here  while 
each  of  you  suggested  ways  to  save  money,  not  many  of  you  suggested 
ways  in  which  to  tax  money.  At  the  present  time,  there  is  an 
enormous  growth  of  untaxed  funds  being  set  aside  in  this  country 
to  {rovide  for  Deoples'  old  age,  not  alone  the  social  security 
but  all  these  pension  measures. 

Ten  years  ago,  I  looked  at  those  funds  and  I  think  there 
were  $4  billion.  Today, there  is  $126  billion  set  aside  to  pay 
peoples'  pensions.  Not  everybody  gets  one.  In  effect,  if  you 
suggest  increasing  the  rate  on  everybody,  you  are  asking  some 
people  to  pay  an  increased  rate  who  do  not  nave  a  provision  for 
their  old  age  while  others  are  providing  for  their  old  age  and 
paying  an  increased  rate. 

In  addition  to  this,  nothing  has  been  said  about  the  fact 
that  we  are  paying  out  of  the  Federal  Government , for  instance,  in 
unemployment  compensation  and  all  things  attaching  to  it  to  a  man 
with  a  wife  and  two  children  who  draws  $6,000  and  is  unemployed, 
m  many  states  represented  here,  that  man  once  he  is  unemployed 
is  getting  more  money  than  he  drew  while  working  when  you  add  all 
the  things  together  he  can  get.  That  money  is  not  taxed. 

In  addition  to  that,  you  are  maintaining  many  women  and 
children  all  untaxed  than  many  eople  are  working  for  and  they  are 
paying  taxes. 


An  elderly  couple  is  not  going  to  pay  taxes  on  the  first 
$4500  of  income, but  a  young  married  couple  is  paying  a  whale  of  a 
tax  on  $5000. 

It  seems  to  me  one  of  the  things  we  should  be  asking 
ourselves  is  how  long  can  you  afford  to  let  this  money  go  untaxed 
into  the  general  funds  of  the  United  States  Treasury  and  still 
provide  all  these  cbher  services. 
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But,  we  do  attempt  now  for  the  first  time,  and  I 
might  say  John  Burns ,  who  was  the  ranking  man  on  Ways  and  Means 
for  years,  was  one  of  the  people  who  pushed  hardest  on  asking 
us  to  estimate  the  cost  of  many  of  these  things  we  have  set 
up  in  the  future. 

Now,  they  are  not  all  costed  out  and  many  of  the 
things  that  are  not  are  the  rental  subsidies  to  housing  and 
other  such  things.  The  things  that  go  into  welfare  you  do 
not  necessarily  look  at  from  that  standpoint.  But,  it  is 
a  good  idea. 


MR.  THOMAS:  We  are  looking  for  revenue  and  one 
of  the  exciting  things  about  Mr.  Scott's  handout  was  this 
thing  called  offsets.  This  says  minus  11.8.  It  says  off¬ 
shore  oil  and  receipts. 

This  is  quite  encouraging.  This  is  income,  revenue 
from  the  businessman's  point  of  view  and  it  is  also  a  reduction 
in  the  net  305.4  budget.  I  am  saying  this  is  an  area  that 
could  be  further  exploited.  The  government,  particularly 
the  armed  services,  has  literally  hundreds  of  millions  of 
dollars  in  assets,  in  real  estate,  serving  little  or  no 
function. 


The  presidio  in  San  Francisco,  half  of  the  Bay, 

Fort  Hamilton?  I  am  saying  consider  liquidating  some  of  these 
for  immediate  cash. 

SECRETARY  DENT:  Thank  you. 

Are  there  other  comments? 

MR.  SMITH:  While  we  are  on  the  subject  of  income, 
the  President's  Advisory  Committee  on  Timber  Resources 
came  up  with  the  idea  that  harvesting  in  the  national  forest 
could  be  increased  39  percent  and  still  maintain  all  of  the 
advantages  of  watershed  protection,  scenic  beauty,  public 
recreation,  etcetera.  If  this  were  followed,  this  committee's 
recommendation,  the  Federal  Government  would  realize  a  very 
substantial  increase  in  income  and  it  would  be  on  a  renewable 
basis  because  it  could  be  on  a  perpetual  harvest  approach. 

SECRETARY  DENT:  Thank  you. 


Are  there  other  comments?  We  still  have  not  zeroed 
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in  on  where  to  get  the  $5  billion  other  than  foreign 
expenditures.  Ieign 

nex"t  question  is  the  matter  of  the  1976 
budget.  I  gathered  from  the  sense  of  the  meeting  this  morning 
there  was  general  agreement  that  this  recommendation  on  this 
would  be  a  balanced  budget  for  1976. 


CONGRESSMAN  FORD: 
two  are  interrelated. 


I  was  waiting  because  I  think  the 


As  Mr.  Scott  indicated,  when  you  start  talking 
about  cutting  $10  billion  from  the  Federal  Budget,  you  have 
to  out  something  more  than  $10  billion  to  net  it  out 
because  you  are  going  to  turn  around  and  increase  the  automatic 
expenditures  we  have  to  make  for  unemployment  compensation, 
or  welfare,  other  kinds  of  human  services  that  are  no 
onger  going  to  be  paid  for  by  somebody  who  is  employed  when 
you  get  that  reaction  from  the  cuts.  That  is  just  one  of 
the  problems. 


r  n  T^6re  WSre  °nly  about  three  People  this  morning  that 

7  rf C ’  When  talklng  about  government  expenditures,  also 
included  State  and  local  government  in  their  formula  for 
what  government  expenditure  was. 

I  suspect  that  to  some  degree  the  amount  of  money 
uctuaily  spent  by  government  is  something  less  than  the  figures 
shown  because  it  is  counted  at  the  Federal  level  and  dis- 
tnbuted  to  the  State  and  it  gets  into  somebody’s  set  of 
statistics  for  State  money  and  it  gets  counted  again  when 
distributed  to  somebody's  school  district. 


Laying  that  aside,  the  fact  is  the  rapid  growth 
o  government  expenditures  has  been  at  the  State  and  local 
ievei  and  a  large  part  of  that  expenditure  made  by  the  local 
or ricials  comes  through  the  Federal  Treasury. 

At  this  very  moment  we  are  being  deluged  with  letters 
rom  every  mayor  and  city  councilman  across  the  country,  "Please 
don  t  let  anything  happen  to  the  renewal  of  the  revenue 
sharing  program. " 


one  of  the 


Now,  if,  for  example,  you  were  going  to  cut  out 
programs  like  that  to  cut  back  on  the  Federal  Budget, 
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you  would  not  be  saving  any  money  in  the  long-run  because , 
presumably,  these  communities  are  using  revenue-sharing 
money  for  needed  public  services  and  this  is  relieving  them 
from  increasing  local  taxes.  So,  as  businessmen  you  might 
decrease  the  Federal  Budget  at  the  expense  of  forcing  the 
community  that  you  are  doing  business  in  or  the  State  you  are 
doing  business  in  to  replace  those  Federal  funds  with  higher 
real  estate  and  perhaps  State  income  and  excise  taxes. 

So,  I  guess  I  am  agreeing  with  Barber  Conable  when 
he  says  you  have  to  keep  thinking  about  where  the  money  is 
coming  from  when  you  are  thinking  about  holding  the  expenditure, 
and  the  additional  factor  when  you  look  at  balance  1976' s 
budget,  whose  budget  are  you  talking  about  balancing? 

We  cut  $10  billion  in  the  area  of  HEW,  for  example, 
as  somebody  suggested  this  morning.  I  recall  one  person 
seemed  to  think  that  was  the  easiest  place  to  get  the 
money . 
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Cap  Weinberger  has  probably  been  a  little 
more  skillful  than  ethers  intying  down  the  money  but 

ltvould  be  one  ofthe  most  difficult  political  p laces 
toget  it. 


But  for  a  longtime  youwouldnot  knowwhat  the 
net  out  of  a  reduction  inspending  was  because  this  is 
for  services  that  one  way  or  another  are  going  to  be 
paid  for  by  state  and  local  government. 

So,  you  might  cut  $10  billion  in  those  service 
areas  and  replacethem  vithscmethingless  than  $10  billion 
but  substantially  the  same  cost  at  the  state  and  local 


When  you  think  about  balancing  next  year's 
budget,  you  would  have  to  recognize  this  cut  this  year 
would  increase  the  pressure  next  year  to  reinstate  or 
increase  the  payents  inthe  areas  that  got  more  pressure 
as  a  result  of  bis  year's  cut;  to  wit,  a  cutthis  year 
will  increase  the  pressure  for  Ihe  size  ofthe  Emergency 
Puolic  Employment  Act,  where  you  are  talkina  in 
dimensions  now  of  $3.5-  or  $4  billion,  next'year  as 
a  result  of  this  year's  cutyou  may  be  talking  about 
a  cut  of  $7  billion  in  that  area. 


H  you  arethinking  of  balancingnext  year's 
wuoget  you  have  tothink  interms  ofwhat  you  have 
already  decided  onthis  year's  budgetand  what  impact 
it  w  ill  have  onthe  uncontrollables  bat  will  pop  up 
next  year. 


DR.  FELLNER:  I  would  just  like  toask 
Congressman  Fordwhether  he would  not  agree  with the 
following  proposition:  that  in  tne  present 
circumstances  ifwe  reduced  the  federal  budget, 
the  expenditures,  the  outlays  which  a  certain  amount, 

million,  would  be  a  reduction  realistically  seen  by 
more  than  $5  billion,  if  you  compare  the  three  hundred 
v/ith  what  bis  would  have  risen  to  if  Congress  had  rot 
started  taking  a  stiffer  attitude  and  ifthe 
Administration  had  notstarted  taking  a  stiffer  stand. 
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In  the  present  circumstances  the  credit  markets 
would  be  eased  and  consequently  there  is  a  very  good  chance 
that  private  expenditures  would  replace  these  public 
expenditures  and  that  those  additional  welfare  expenditures 
would  not  be  required,  hopefully. 

CONGRESSMAN  FORD:  Dr.  Fellner,  I  can't  recall 
one  person  here  in  this  Conference  who  if they  mentioned 
it  at  all  had  not  suggested  that  we  are  looking  forward, 
no  matter  what  we  db, to  a  period  of  increasing 
unemployment . 

That  is  a  fact  of  life  that  we  have  already  come 
to  live  with  h  Washington  and  it  is  true  that  something 
might  have  happened  at  some  other  stage  butthere  is  going 
to  be  more  u  nemployment  and  we  know  it  is  not  just  the 
unemployment  check  orthe  welfare  check  that  we  are  talking 
about.  We  are  talking  about  lost  revenue. 

Unemployed  people  don't  pay  taxes.  That  is  loss 
of  revenue  toschool  districts  and  cities  aid  that  increases 
pressures . 


DR, FELLNER:  But  not  caused  by  federal  outlays 

provided  this  eases  credit  market  conditions  which  it  would 
and  investment  expenditures  andreduces  theshortage  about 
which  we  were talking. 

CONGRESSMAN  FORD:  We  all  have  different  ideas 
aboutwhere  the  cuts  would  take  place.  I  have  come  tothe 
conclusion  that  there  is  so  little  ofthe  budget  for  us 
towork  with  that  there  is  very  little  you  can  do  in  cutting 
the  present  budget  without  having  a  very  direct  effect 
over  tie  level  of  unemployment. 

We  are  just  down  to that  few  dollars  that  are 

le  ft . 


SECRETARY  DENT:  I  think  that  v/e  want  to  devote 
the  afternoon  to  the  private  sector. 

Mr.  Morgens. 

MR.  MORGENS:  I  would  like  to  suggest  there  is 
really  no  end  to  the  dbsire  for  public  services  except 
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the  1  imi  t  cnwhat  youcan  afford  to  do.  There  is  no  aid 
tothe  desirability  to  human  needs  except  what  the 
country  can  afford. 

Ihat  applies  to  our  united  appeal  campaigns 
as  well  as  tothe  government. 

I  would  like  to  suggest  ifthe  budget  was  $355 
billion,  you  gentlemen  would  still  be  saying  you  carft 
take  $5  billion  out  of  it.  There  will  always' be  a  demand 
for  any  given  amount  ofmonev  that  is  available.  At  some 
point  somebody  withresponsibility  in  government,  I  think, 
has  to  say  what  the  limit  is  and  what  the  country  can  afford. 

Many  of  us  would  be  willing,  I  think,  to  raise 
taxes  if  that  meant  a  balanced  budget  or  a  sounder  fiscal 
policy.  Tnetrouble  is  tiiatevery  timetaxes  have  been  oaised 
the  government  has  always  spent  a  little  more  than  has 
been  nised.  Theydon't  think  that  is  the  answer. 

On  the  point  that  Mr.  Conable  made  about  the 
psychological  importance  of  cutting  the  budget,  I  think 
tiiat  is  very  sound.  I  think  the  business  and  tie 
financial  community,  unless  the  government  is  willing 
tobalance  the  budget,  just  thinks  the  government  does 
not  care  about  stopping  inflation  or,  if  it  cares,  it 
does  not  have  the  will  totake  thesteps  that  are 
required  totake  it. 

CONGRESSMAN  BROWN :  I  would  like  to  inquire  of 
the  panel  what  you  mean  because  most  of  you  in  the  course 
of talking  about  increasing  investment  lax  credit  have  said 
selective  increase.  I  think  when  Mr.  Conable  mentioned 
a  v 7 jO  exemption  from  income  tax  for  interest  received  — 
when  he  talks  auout  that  and  gives  a  budgetary  figure ,  I 
think  he  is  talking  about  all  interest,  not  just  passbooks. 

CONGRESSMAN  CONABLE:  I  am  talking  about  passbook 

interest . 


CONGRESSMAN  BROWN:  What  db  you  mean  by  "selective 
increase"  in  be  investment  tax  credit? 

MR.  KAISER:  I  knowwhat  I  meant  because  I  am  one 
of  the  ones  who  used  it.  To  pick  one  of  ourbasic  causes 
it  is  shortages.  Therefore,  to  pick  those  areas  of  the 
economy  where  there  should  be  an  increase  in  production 
to  alleviate  that  shortage,  and  I  also  think  that  the 
investment  tax  credit  creates  employment,  alleviates 
those  shortages . 
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So,  Mr.  Conable , there  are  some  areas  of  those 
credits  that  produce  more  revenues  and  they  produce  them 
in  the  form  that  is  more  constructive  for  the  country. 

CONGRESSMAN  CONABLE:  Mr.  Secretary,  I  agree 
with  that  and  the  question  is:  How  selective  do  you  really 
want  to  be.  Of  course,  if  you  are  going  the  investment 
tax  credit  route,  you  are  benefitting  somewhat  more  the 
capital  intensive  industries  than  those  which  are  not 
capital  intensive. 

The  usual  way  to  finance  such  things  is  to 
increase  the  overall  corporate  income  tax.  That  would 
at  least  be  one  ofthe  most  pallatable  ways  of  doing 
it  and  thus  reducingthe  amount  of  discretionary  money 
available  for  non-capital  purposes  available  within 
your  corporate  treasury. 

That  may  work\erynuch  tothe  etriment  of  some 
other  businesses.  There  is  a  certain  amount  of  selectivity 
implicit  in  all  ofthese  devices  for  production  stimulation 
that  you  are  talking  about,  and  that  you  are  going  to  have 
the  outcry  that  favoritism  has  been  laid  by  the  government. 
That  is  one  ofthereasons  why  change  is  so  difficult  in 
government . 

One  ofthereasons  government  winds  up  being  the 
most  conservative  forces  inthe  w>rld  is  simply  because 
every  time  it  lays  its  hand  on  something  it  creates  the 
implication  of  favoritism. 

MR.  ROOSEVELT:  As  I  look  at  the  chart  that  Mr. 
Scott  gave  us  this  morning,  I  think  ifyou  look  under  the 
entitlement  program  figure ,  which  comes  pretty  close  to 
being  50  percent  ofthe  entire  budget  requirement,  I  would 
like  to  inquire  as  to  how  much  thought  has  gone  into 
whether  there  are  any  possible  reductions  inthat 
entitlement  program. 

I  knov/t  hat  politically  that  is  a  very  difficult 
area.  But,  let  me  give  you  just  two  examples : 

A  man  goes  into  the  service,  the  military  service, 
at  a  fairly  young  age.  He  gets  outwhen  he  is  in  his  forties 
low  forties  or  even  lower  —  and  he  draws  a  very  substantial 
amount  of  retirement  pay  and  he  can  still  go  out  and  be  a 
very  productive  person  on  his  own. 
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Just  to  make  this  very  personal,  I  draw  a 
Congressional  pension.  I  am  very  happy  to  have  my 
pension  and  I  am  very  happy  that  it  goes  up  on  a 
cost-of-living  basis  every  four  or  five  months  or  every 
three  or  four  months,  but  I  am  wondering  if  you  ask  me 
if  I  would  give  up  one  of  those  cost-of-living  increases 
if  I  would  not  be  willing  to  do  so  for  a  period  of  six 
months  or  so. 

a  other  words,  has  anybody  really  costed  out 
whether  or  not  there  are  my  possible  savings  on  a 
reasonable  basis  andwhat  is  the  largest  amount  in  the 
budget  at  the  present  time? 

I1R.  SCOTT:  Clearly,  as  the  Executive  Branch 
is  reviewing  programs  and  attempting  to  identify 
opportunities  for  text,  the  entitlement  programs 
must  have  that  kind  of  scrutiny  and  I  would  say  the 
same  thing  about  Congress  ,  that  they  review  these 
opportunities . 

ihe  President,  as  you  know ,  is  considering 
areas  where  we  can  make  cuts.  That  is  onereason  for 
includingthis  list.  We  have  to  look  through  these 
things  which  have  been  sacrosanct  to  see  in  the 
relative  priorities  ofthese  groups  differ  now  from 
when  original  legislation vas  passed. 

One  ofthereasons  on  that  chart  for  including 
tne  list  of  beneficiaries  is  to  give  you  a  little  idea 
of  the  political  heat  and  support  and  resistance  to 
changing  the  entitlements  or  tie  levels  or  the  number 
of  people  encompassed. 

Nevertheless,  you  are  right.  The  big  dollars 
are  there.  As  difficult  as  the  task  is,  we  have  to  look 
to  those  programs  for  bearing  a  fairshare  of  the  burden. 

HR.  ROOSEVELT:  Itis  a  question  of  who  is  willina 
totake  the  heat. 

SECRETARY  DENT:  Doyouw  ant  us  to  report  yeur 
offer  to  Mr.  Ash  about the  pension? 

MR.  ROOSEVELT:  Yes,  I  would  be  happy  to. 
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SECRETARY  DENT:  There  v/as  one  interesting 
ob  servation  made  this  norning  addressed  tothe 
Congress  that  we  shouldreveiw  our  tax  policy  withthe 
idea  of  redirecting  it  from  consumption  tosaving. 

Oureconomy  as  a  whole  lusbeenconsumer 
oriented  and  largely  sustained  at  tie  consumerlevel . 

I  would  like  toaddressthe  question  just  f> r  a  little 
bit  more  penetrating  discussion  as  to  whether  fciis 
is  a  consensus . 

CONGRESSMAN  BLACKBURN:  I  would  like  to 
a  question  of  thegroup. 

We  all  agree  that  we  need  toform  additional 
capital  if  we  are  going  to  Iwe  the  resources  for 
increased  productivity.  What vould  be  the  thought  of 
the  group  ifwe  should  begin  to  distinguish,  forthe 
purpose  of  deducting  interest  on  loans ,  between  those 
loans  which  have  --  and  I  am  talking  about  individual 
loans  now  --  socially  desirable  purposes  such  as  home 
ownership  or  home  improvement  and  purely  personal 
loans  that  have  no  purpose  forwhich  society  as  a  whole 
has  a  legitimate  interest. 

Forexample,  if  I  take  my  wife  on  a  trip  to 
Bermuda  and  charge  it  up  andcharge  off  the  interest  on 
my  income  tax,  I  don't  think  society  has  any  great 
interest  in  that;  yet,  I  am  allowed  to  db  that  today. 

Would  a  change  inthe  dfeductibility  of  interest 
have  any  impact  on  savings?  Does  anyone  have  an  opinion 
on  that? 


MR.  KAISER:  As  you  probably  know,  there  is 
already  a  policy  in  many  ofthebanks  that  they  will  not 
today  make  a  loan  on  a  second  home.  In  other  words , 
they  are  starting  a  policy  withthe  tight  money  of 
trying  to  set  guidelines  for  the  best  use  ofthose 
funds . 


CONGRESSMAN  BLACKBURN:  That  is  a  bank  policy. 
Maybe  the  federal  Treasury  should  be  making  the  distinction. 

MR.  CONABLE :  If  the  federal  Treasury  did,  you 
had  better  be  prepared  to  g.ve  ip  your  privacy  because  there 
will  be  an  effort  to  trace  funds  coistantly. 
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CONGRESSMAN  BLACKBURN :  We  don ' t  have  much , 

anyway . 

MRS.  GRIFFITHS:  You vouid  have  to  limit  the 
amount  that  could  be  paid  for  the  home.  You  could  not 
deduct  the  interes tunless  the  tome  were  $35,000  or  less. 
Otherwise,  you  would  run  upthe  price  of  homes. 

SECRETARY  DENT:  Mr.  Gerstacker. 

MR.  GERSTACKER:  It  just  is  not  practical  to 
differentiate  in  interest.  It  just  does  not  work  because 
the  person  will  then  do  all  of  his  borrowing  from  home 
building  and  he  won't  ever  borrow  to  go  on  the  trip  as 
you  outlined. 

You  will  have  to  have  so  many  government  people 
tracking  people  around  that  the  inflation  will  increase 
ratherthan  reduce. 
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SECRETARY  DENT:  Mr.  Jones. 

MR.  JONES:  Mr.  Secretary,  I  am  personally  very 
interested  in  the  idea  of  the  savings  rather  than  consumer- 
oriented  savings  in  our  GNP. 

I  can  remember  just  a  few  days  ago  in  trying  to  tell 
my  -son  the  reason  why  he  should  not  take  his  $25  out  of  the 
bank.  He  was  telling  me  that  inflation  is  increasing  at  such 
a  rate  that  it  wouldn't  be  worth  anything  anyway  and  he  might 
as  well  spend  it. 

Our  problems  as  minorities,  I  think,  are  compounded 
tremendously  by  the  fact  that  we  do  not  have  that  as  an  option 
of  just  increasing  our  capital  through  savings  any  longer.  It 
seems  the  only  way  out  we  would  have  is  through  some  other 
type  of  investment  which  also  appears  not  to  be  open  to  us 
in  terms  of  business  development. 

In  terms  of  the  course  we  had  been  discussing,  we 
seem  to  be  talking  about  capital  investment  or  raising  money 
for  investment  only  in  terms  of  capital  equipment.  We  seem 
to  forget  what  my  colleague  Mr.  Burrell  talked  about  today 
that  there  is  a  large  number  of  human  resources  also  available 
that  could  increase  our  GNP. 

It  has  been  estimated  more  than  $100  billion  could 
be  brought  into  the  GNP  if  minorities  really  fully 
participated  in  our  society. 

We  also  understand,  of  course,  this  would  also  cost 
us  some  money  in  terms  of  investment.  Perhaps  it  has  never 
been  tried  because  of  the  fact  that,  one,  we  are  never  sure 
it  would  be  successful  that  it  would  work,  and  this  may  be 
a  reason.  I  would  hate  to  feel  there  are  some  other 
reasons  why  it  has  not  been  done  other  than  that. 

I  think  our  association  has  some  pet  peaves  where 
you  would  consider  cutting  money  out  of  the  budget.  These 
would  be  programs  that  really  offer  little  to  minorities 
in  terms  of  human  development. 

I  would  just  like  to  name  a  few  so  you  would  know 
what  programs  we  are  talking  about. 
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Presently,  as  far  as  we  know,  there  is  very  little 
impact  upon  our  communities  for  the  space  program.  There  is 
very  little  impact  upon  our  communities  from  the  TRIDENT 
Missle  Program,  the  B-l  program  and  probably  even  the  Alaskan 
Pipeline  program. 

If  these  programs  which  are  costing  billions  of 
dollars  every  year  really  have  very  little  impact  upon  our 
communities,  I  would  say  we  are  against  them. 
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I  am  requesting,  therefore,  that  you  either 
make  some  cuts  in  those  areas  or that  you  make  some 
other  mechanism  available  that  would  bring  us  closer 
into  tie  American  mainstream  so  that  we  can  enjoy  the 
benefits  of  it. 

Thank  you. 

SECRETARY  DENT:  Thank  you. 

Mr.  Gaudion. 

MR.  GAUDION:  I  want  to  address  myself 
specifically  to  your  question.  I  think  I  sensed 
a  clear  ©nsensusthat  we  do  have  to  shift  --  at 
least  for  a  two-to-three-year-period  —  from  a 
consumption  economy  to  one  that  concentrates  on 
our  productive  abilities  inorder  to  avoid  trouble 
down  the  line. 

SECRETARY  CENT :  Thank  you. 

Are  there  any  other  comments? 

Mr.  Wingerter. 

MR.  WINGERTER:  The  cost  of  producing  a 
productive  job  of  something  having  tangible  value 
in  this  country  is  $26,000  investments  on  the  job. 

That  is  producing  somethingthat  sustains  the 
economy,  it  is  not  making vork,  taking  in  each  other's 
laundry  which  is  just  make-work  projects  and  not  solving 
the  problem. 

SECRETARY  DENT:  Mr.  McSwiney. 

MR.  McSWINEY:  I  think  it  is  clear  to  all  in 
industry  and  certainly  most  people  in  government  that 
rapid  depreciation,  accelerated  depreciation  increased 
in  investment  and  tax  credit  is  a  geod  investment  for 
the  government  in  thesense  that  you  have  a  capital  asset 
in  a  short  period  of  time  that  it  costs  todefer  it. 
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I  am  not  sure  that  is  clear  tothe  public 
and  I  think  as  we  examine  these  issues  that  this  is 
an  area  that  i f we  are  <ping  to  get  support  and  the 
prompt  actionthat  is  needed  in  this  area  that  needs 
to  be  made  clear. 

It  does  not  take  too  much  of  a  mathemetician 
to  understand  and  work  this  out. 

SECRETARY  DENT:  Thank  you. 

Mr .  Haas . 

MR.  HAAS:  Addressing  your  question,  I 
think  Mr.  Jones  is  not  the  cnlv  one  whohas  a  youngster 
who  is  smart  enough  to  say  that  he  is  going  to  spend 
his  money  now  because  it  is  not  going  to  be  worth 
so  much  inthe  future. 

Maybe  that  is  an  exaggeration  of  a  strong 
statement.  There  is  a  great  push  on  and  all  of  us 
are  somewhat  to  blame  ifve  are  market  oriented  in 
promoting  products  or  trips  orvhatever  because  they 
are  cheaper  today  than  they  will  be  tomorrow. 

As  a  market  oriented  individual,  I  cannot 
argue  with  hat  in  a  free  economy,  but  I  would  like 
to  reemphasize  the  point  I  made  in  my  remarks  that  I 
think  in  addition  to  production  we  \ant  to  promote 
savings  a  ndsome  suggestions  have  ieen  made  and  we 
alsowant  to  try  todevelop  as  many  programs  and  devices 
as  possible  to  conserve  resources. 

I  tried  to  suggest  a  couple  but  there  must 
be  many,  many  more  which  would  not  be  in  conflict  with 
other  matters  that  we  have  discussed. 

SECRETARY  DENT:  Thank  you. 

Mr .  Smi th . 

MR.  SMITH:  Number  five.  I  would  like  to 
recommend  nipping  inthe  bud  one  new  expenditure  being 
undertaken  by  government  that  will  also  add  costs  in 
the  private  sector.  I  am  talking  about  this  expensive 
bylines  reporting  scheme  being  initiated  by  the  FTC. 
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Now  I  understand  that  it  has  not  been 
appropriated  for  by  the  Congress,  that  tie  funds 
are  being  borrowed  from  other  accounts  with  the 
expectation  that  laterthey  can  get  the  appropriation 
out  of  Congress.  It  is  not  only  an  expenditure  of 
government,  even  though  it  is  a  relatively  small  one. 
This  is  an  example  of  how  things  burgeon  and  it  adds 
greatly  tothe  expenses  of  the  private  sectorand  will 
give  information  a  very  doubtful  value. 

SECRETARY  DENT:  Thank  you. 

Dr.  Russell  Peterson,  head  of  the  Council 
on  Environmental  Quality,  has  been  with  us  listening 
to  all  of  this.  His  agency  has  an  influence  on 
inflation. 


I  wonder  if  pu  would  care  to  address  the  group. 

MR.  PETERSON:  Thank  you,  Mr.  Secretary. 

I  would  like  very  much  to  do  so. 

First  of  all,  much  was  said  this  morning 
be  environmental  regulations  and  certainly  they  have 
caused  industrial  leaders  many  headaches  and  costs 
millions  of  dollars. 

They  also  should  be  reviewed  frequently  for 
their  costs  and  benefits  and  I  am  sure  that  some  changes 
over  time  will  be  in  order. 

But  to  contend  that  investment  in  facilities 
to  combat  pollution  is  not  productive  and  that  it 
contributes  in  any  significant  way  to  our  high  rate 
of  inflation  is  dead  wrong  in  my  opinion. 

I  think  you  will  all  agree  that  our  health  is 
a  tangible  value  and  we  place  well  ahead  ofthe value  of 
many  material  things  which  we  acquire. 

An  opinion  poll  showed  that  our  people 
increasingly  weigh  the \alue  of  our  health  and  of 
environmental  quality  programs.  So,  statements 
which  refer  to  expenditures  made  for  environmental 
purposes  as  non-productive  demonstrate  in  my  opinion 
a  basic  confusion  between  a  common  terminology  and 
reality . 
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Pollution  control  expenditures  certainly  are 
not  responsible  for  our  current  problems  of  inflation. 
Our  most  recent  analysis  of  the  impact  upon  environmental 
programs,  all  of  them,  on  the  economy,  indicate  that 
these  programs  add  at  most  one-half  of  one  percent  to 
our  current  rate  of  inflation. 

When  you add  up  all  of the  programs  which  have 
been  implemented  as  a  result  ofthe  federal  legislation 
in  waterand  air  pollution  control,  it  comes  this  year 
to  seven  tenths  of  one  percent  of  our  GNP. 


There  is  one  program  which  we  strongly  recommend 
be  carried  out  to  aombat  inflation  and  other  serious 
economic  problems  we  have  and  tiis  is  the  one  referred  to 
here  this  morning  particularly  by  Mr.  Haas  and  that  is  to 
have  an  all-out  conservation  effort,  sort  of  a  war  on 
was te . 


When  you  stop  v;asting  one  unit  of  energy,  you 
not  only  reduce  the  demand  but  you  increase  the  supply 
simultaneously,  thus  acting  on  both  ofthe  sides  ofthe" 
supply-demand  equation  with  one  action. 

I  am  sure  that  you  industrial  leaders  will  agree 
that  here  is  tremendous  opportunity  for  reducingthroughout 
whole  economy ,  not  only  in  industry  but  the  commercial 
establishments,  in  government  and  in  all  of  our  homes. 

When  youstop  waste  or  reduce  the  demand  you  also 
reduce  the  need  to  import  energy  and  thus  help  to  work  on 
the  balance  of  payments  problem. 

You  iso  reduce  pollution  and  thereby  reduce 
the  cost  of  medical  care.  You  reduce  the  need  for  limited 
capital  to  build  additional  energy  facilities. 

But  a  national  effort  to  educate  people,  teach 
people  how  to  do  this  by  itself  would  notbe  enough.  Some 
people  will  say  youare  not  going  to  get  on  just  with 
jawboning  but  if  youcoupled  that  with  a  disincentive 
like  a  btu  test  which  would  apply  across  all  forms  of 
energy ,  say ,  20  cents  per  billion  btu  that  would  bring  in 
$12  billion , which ,  when  added  to  a  cost-cutting  activity, 
would  help  to  build  a  budget  surplus  aid  also  provide  a 
few  billion  dollars  for  the  public  sa^ice  jobs  that  most 
people  are  talking  about  that  \ill  be  needed  and  also  to 
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help  soften  the  impact  of  tie  btu  tax  on  the  lower  income 
people . 


If  we  launched  this  as  a  national  effort,  got 
the  President,  for  example,  to  lead  it,  to  sell  us  all 
on  adopting  a  conservation  ethic  throughout  our  community, 
we  couldteach  people  how  to  recoup  the  btu  tax. 

Industry  could  be  taught  and  encouraged  to 
recoup,  as  industry  is  doing  today  with  major 
conservation  efforts. 

People  at  home  could  be  taught  how  to  do  it. 

This  could  become  a  way  of  life  which  I  think  would  catch 
on  and  help  us  to  build  some  other  \alues  as  well  into  our 
society . 


SECRETARY  DENT:  Thank  you,  Russ. 

Congresswoman  Griffiths. 

MRS.  GRIFFITHS:  I  hope  you  are  supporting  my 
recommendation  that  gives  recycled  materials  the  same 
tax  rate  as  virgin  materials. 

SECRETARY  DENT:  I  hope  he  is  supporting  but 
not  lobbying.  That  is  a  violation ofthe  federal  lav/. 

One  ofthe  Idlings  that  came  through  loud  and 
clear  at  these  meetings  is  the  need  for  additional 
capital.  I  would  like  to  laise  two  questions:  One, 
judgments  as  to  theamount  of  capital  required  inthe 
years  ahead  andsecondly ,  two  suggestions  have  been 
made,  two  categories,  one  ofwhich  isthe  increased 
incentives  inthevay  of  levision  of  deprecidion,  capital 
investment  credit  and  the  other  is  by  way  of  savings 
incentives  for  individuals . 

Now,  differentiating  between  the  capital 
recovery  and  the  personal  savings  incentives ,  how 
does  the  group  feel  about vhich  of those  should  receive 
preference  if  you  take  ftiem  in  stages? 

Mr.  Thorelli. 

MR.  THORELLI:  Mr.  Secretary,  I  would  put 
the  premium  on  the  notion  of  iterating  some  individual 
savings  or  tie  interest  thereon  from  taxation  because 
you  get  really  a  two-way  effect.  You  both  reduce 
consumption,  that  is  effective  demand,  and  you  create 
additional  investment  capital. 
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SECRETARY  DENT:  Thank  you,  Dr.  Thorelli . 

Mr.  Burrell. 

MR.  BURRELL:  I  would  like  to  support  that 
theory  because  it  seems  to  me  that  if  we  could  find 
a  way  to  put  money  into  savings  and  loan  institutions 
and  somehow  treat  the  savings  in  somewhat  the  same  way 
that  we  treat  either  givernment  bonds  so  that  the  persons 
who  invested  the  money  in  savings  and  loans  would  not 
have  to  pay  tax  or  regressive  tax  on  those  monies  it 
v/ould  certainly  beef  up  the  housing  market  since  commercial 
banks  are  very  reluctant  to  go  into  10,  15  and  20-year 
mortgages ,  not  to  mention  the  feet  that  taey  are  reluctant  -- 
they  just  won't  do  it,  they  cannot  doit, they  see  no  need 
to  d  o  itwhen  all  of  us  are  around  trying  to  borrow  money 
on  theshort-term  at  much  higher  interest  rates. 

So  that  theory  is  gaining  support,  I  think,  across 
the  country  and  I  hope  that  one  of the  recommendations  that 
could  come  out  of  here  would  be  just  that  sort  of  a 
recommendation . 

SECRETARY  DENT:  Thank  you,  Mr.  Burrell. 

Mr.  Miller. 

MR.  MILLER:  Mr.  Secretary,  ifyou  consider 
the  need  for  additional  capital  in  manufacturing  and 
the  general  corporate  level  as  contrasted  with,  let's 
say,  the  housing,  the  need  now  is  for  basically  an 
equity  capital  market  because  all  American  corporate 
entities  have  increased  their  debts  to  about  a  maximum 
amount  and  maybe  more  than  is  prudent. 

But,  if  you  have  interest  rates,  and  the  prime 
rate  is  at  12  percent,  a  common  stock  can  really  not 
compete  withthat  because  you  have  tohave  a  substantial 
premium  to  justify  the  risk  ofmoving  out  of  a  fixed 
debt  obligation  into  an  equity. 

I  think  you  have  toconsider  that  it  is  very 
unlikely  that  an  equity  market  adequate  tothe  needs  of 
American  business  will  develop  as  long  as  interest  rates 
are  at  their  present  level  and  that  is  a  serious  bar  to 
the  expansion  plans  of  all  corporations  because  very  few 
of  us  now  are  villing  to  gomuch  further  with  fixed  goods 
on  a  debt  basis. 
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SECRETARY  DENT:  Mr.  Gerstacker. 

MR.  GERSTACKER:  I  think  it  is  a  mistake  to 
attempt  to  say  that  encouraging  savings  by  individuals 
should  be  argued  against  getting  increased  capital 
investment.  They  are  both  necessary. 

I  think  most  people  have  said  they  were  both 
necessary.  I  personally  think  that  whatever  changes 
in  taxes  are  made  should  not  increase  orcfecrease  the 
total  tax  and  that  we  should  balance  Ihings  with 
temporary  spurs  to  investment  like  an  increase  in  the 
investment  tax  credit  but  only  for  things  started  perhaps 
in  the  next  six  to  twelve  months,  balance  that  by  some 
increase  in  regular  corporate  taxes  and  if  we  do  something 
for  the  saver  or  other  parts  of  tie  personal  income  tax, 
we  should  balance  that  with  an  increase  in  the  income 
tax  so  we  come  outa^en. 

SECRETARY  DENT:  Thank  you,  Mr.  Gerstacker. 

MR.  GERSTENBERG:  This  relates  perhaps  to  this 
savings  thing  we  have  been  discussing.  It  is  my 
impression  that  if  a  company  like  ours  were  to  declare 
a  dividend  completely  in  stocks ,  there  would  be  na  tax 
on  the  individual  receiving  that. 

Now,  can't  consideration  be  given  to  relieving  the 
tax  on  those  dividends  to  the  extent  that  the  recipient 
would  reinvest  that  dividend  in  thestock  of  the  company? 

Our  experience  is  limited.  We  started  a  dividend 
reinvestment  plan  in  GM  here  about  two  years  ago  and  it 
was  interesting  to  us  that  those  that  have  taken  advantage 
of  it,  and  about  eight  percent  of  our  hareholders  have, 
are  the  smaller  shareholders. 

So,  there  is  a  real  interest  on  the  part  ofthe 
shareholder vith  just  a  few  shares  in  a  plan  such  as  this. 

I  wouldthink  that  if  a  forgiveness  of  tax  for  dividend 
reinvested  in  the  stock  of  a  company  would  certainly  help 
companies  to  raise  some  equity  capital.  How  important 
that  would  be,  I  have  no vay  ofknowing  what  it  would  do 
to  the  revenues. 
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It  is  certainly  worth  exploring  in  this  very 
area  that  is  so  critical. 

MR.  GERSTACKER:  Let  me  add  on  to  that.  That 
was  done  in  Brazil  in  the  1960's.  Brazil  is  one  of the 
few  countries  which  has  reduced  inflation  and  Brazil  in 
the  '60s  did  say  that  individuals  who  invested  part  of 
their  income  in  certain  industries  likeutilities  would  not 
be  taxed  on that  share  of  theirincome. 

That  has  been  done. 

SECRETARY  DENT:  Thank  you. 

MR.  CONABLE:  Mr.  Secretary,  it  is  interesting 
that  we  keep  coming  up  with  new  ideas  for  new  tax 
preferences.  It  seems  to  be  part  and  parcel  ofthe 
American  way  of  life  now  to  think  that  the  good  life  is  some¬ 
how  tied  tosomeway  of  getting  a  special  tax  deal  and, 
unfortunately,  thethings  that  are  being  suggested  I  want 
to  point  cut  you  probably  would  putthe  brokers  out  of 
Business  v/ith  \hat  you  are  talking  about,  reinvestment  tax-free, 
and  I  am  sure  that  it  vould  be  nice  for  Ihe  savings  and  loan 
people  to  have  a  tax  exemption  on  savings. 

It  would,  however , raise  a  question  of  whether  you 
should  not  also  give  it  to  the  commercial  banks  who  might 
invest  that  money  at  a  considerably  higher  rate  than  people 
who  had  invested  in  mortgages  would. 

So,  you  have theproblem  of  neutrality  always  in 
these  things  and  you  wind  up  having  to  equate  a  tax 
preference  given  here  with  a  tax  preference  over  here  so 
that  you  don't  have  a  distortion  in  the  flow  of  capital 
that  results  in  some  sort  of  in  inequity  and  you  v\ind  up 
as  I  say  chasing  yourself  around  thebarn  and  eventually 
you  will  wind  up  with  a  value  added  tax  instead  of  an  income 
tax  simply  because  it  is  impossible  to  finance  your  government 
with  an  income  tax  that  becomes  so  anemic  because  of 
hemorrhaging  so  often. 

I  express  this  only  as  a  Member  ofthe  Ways  and 
Means  Committee  who  is  constantly  frustrated  by  the  splendid 
ideas  that  people  come  up  with  for  lax  preferences. 
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MR.  BLACKBURN:  I  feel  like  it  is  proper  to 

comment . 


Maybe  what  is  inherent  in  the  sentiment  expressed 
is  that  if  we  can  just  get  government  out  of  our  pocketbooks 
in  general  itwould  be  a  good  thing. 

MR.  WOOD:  It  seems  to  me  that  the  interest  in  a 
tax  exemption  for  savings  has  surfaced  because  ofthe 
problem  of  loanable  funds  available  to  the  housing 
industry . 


Now  I  think  the  economists  will  tell  us  that 
we  still  have  in  excess  of  seven  percent  of  disposable 
personal  income  coming  into  savings.  What  you  have  had 
is  disintermediation  because  of  inflation  and  the  policies 
ofthe  Fed  we  are  paying  such  high  rates  in  other  forms  of 
savings  that  the  savings  and  loan  industry  which  primarily 
supports  mortgages  is  losing  money. 

We  have  the  new  floating  notes.  We  have  Treasury 
Bills  that  are  available  tosavers  at  a  much  higher  interest 
rate.  What  I  am  saying  is  —  and  I  agree  with  Congressman 
Conable  that  we  have  got  inflation  to  tackle  first  off  — 
that  as  regards  high  interest  rates,  the  people  are  still 
saving  but  the  savings  are  going  into  different  directions. 

So,  let's  tackle  inflation,  high  interest  rates 
and  perhaps  we  don't  have  to  worry  about  the  ocemption  for 
the  first  thousand  dollars  or  $700  of  interest  on  savings. 

SECRETARY  DENT:  Thank  you,  Mr.  Wood. 

Mr.  HcSwiney. 

MR.  McSWINEY:  Just  in  supplementing  the  comments 
that  have  just  been  made  and  that  we re  well  made  here 
earlier  this  morning,  in  some  businesses  today  vhLch  are 
working  capital  intensive  even  at  an  adequate  return  in 
those  businesses  is  moret  han  —  I  won ' t  say  morethan 
eaten  up  but  just  to  maintain  the  inventories  and  the 
receivables  and  tiestatus  quo  in  those  businesses. 


360 


Congressman  Conable  and  tie  Secretary  raised  the 
question  of  how  much  isenough  in  capital.  In  somecases 
it  is  almost  an  infinite  amount  if  those  businesses  are 
going  to  grow. 

SECRETARY  DENT:  Thank  you,  Mr.  McSwiney . 

Mr.  Wingerter. 

MR.  WINGERTER:  I  would  like  to  give  an 
illustration  of  the  inadequacy  of  depreciation  flow 
and  the  investment  tax  credit. 

My  company  has  a  net  worth  of  $360  million, 
approximately.  It  has  $540  million  invested  in  fixed 
assets  that  are  productive  assets.  If  as  best  I  could 
do  my  homework  as  to  the  inroads  of  inflation  integrating 
into  the  productivity  of  new  machinery  to  replace  the 
productive  capacity  that  becomes  obsolete,  there  was  a 
7-1/2  percent  loss  onthose  $540  million  assets  last  year. 

That  represents  about  $38  million - ten  and  a  half  percent 

of  net  worth  that  really  was  not  profit. 

SECRETARY  DENT:  Thank  you. 

Dr.  Lazer. 

DR.  LAZER:  The  comment  was  made  that  in  essence 
the  consumer  is  still  saving.  However,  what  concerns  me 
is  the  feet  that  there  is  evidence  thatvfeen  inflation  is 
deemed  tote  high  on  the  part  of  the  consumer,  the  consumer 
then  starts  to  a^t  to  acquire  iaterials  ratherthan  to  save 
so  you  have  tie  flow  from  money  to  goods. 

This  in  turn  intensifies  the  inflationary  effect 
and  I  think  that  unless  we  act  realistically  and  through 
some  means  of  extending  exemptions  for  consumers  that  thev 
well  take  their  capital  out  ofthe  banks  and  ie  will  suffer 
as  was  mentioned  in  two  ways . 

I  believe  ttet  the  inflationary  impact  is  such  in 
the  consumer's  mind  at  thepresent  that  they  cteem  it  fe  high 
inflation  and  will  continue  for  thenext  few  quarters.  I 
think  we  would  be  making  an  error  despitewhat  the  good 
representatives  said  if  w:  didn't  take  action  in  this 
direction . 
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SECRETARY  DENT:  Mr.  Lewis . 

MR.  LEWIS:  I  want  to  address  myself  to  Mr. 
Peterson's  comments  but  I  could  not  fail  to  note  that 
the  lax  preference  arrangements  ofthe  various  items 
Mrs.  Griffiths  mentioned  seemed  to  be  a  special  hallowed 
ground  already  in  being  that  is  not  taxable.  There  is 
a  reasonable  source  of  taxation  if  you  are  looking  for 
one  on  the  Ways  aid  Means  Committee. 

One  of  our  problems,  Mr.  Peterson  kind  of  outlined, 
he  said  that  he  does  not  believe  that  all  of  the  environmental 
controls  imposed  on  industry  are  non-productive.  Of  course, 

they  are  not - in  either  human  terms  or  economic  terms , 

totally . 


I  was  interested  --  three  people,  including  myself, 
used  the  word  "zealous"  as  regards  implementation.  I  think 
a  better  word  would  have  been  "overzealous "  or  "zealous 
to  the  fifth  power". 

We  all,  I  think,  would  look  at  where  we  are  today 
in  the  environment  as  it  compares  to  a  decade  ago  and  we 
would  be  glad  that  many  of  these  things  were  done.  I  am 
confident  also  thatwhen  the  tills  were  brought  out  and  the 
regulations  were  set  up  and  members  of  industry  testified 
before  the  Congress  before  these  bills  came  up  that  the 
enormous  cost  of  these  was  brushed  aside  as  being 
meaningless  and  truly  non-productive  comments . 

I  would  like  to  say  this  to  yau:  Notcnly  are  we 
plagued  with  overzealous  federal  regulations,  which  many 
industries  are  able  to  successfully  pass  with  a  polluting 
product,  whether  it  is  in  the  air  or  the  water,  that  they 
are  then  besieged  by  morestringent  and  brand  new  and  as-yet 
unsubstantiated  requirements  from  the  state  or  local  levels 
usually  in  series  and  to  say  that  these  are  not  taking  away 
capital  is  very,  verywrong  because,  as  has  been  mentioned 
over  aid  over  again,  each  company  is  cnly  able  toraise  so 
much  money  to  put  into  new  capital  facilities. 
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a  lar9e  percentage  ofthis  money  is  going  into 
things  that  have  nothing  to  do  with  reducing  the  cost  of 
the  products,  providing  more  jobs,  providing  better 
products  and the  company  cannotafford  to  cut  thattype  of 
facility  in  because  they  can't  get  themoney  for  tie  reasons 
we  have  already  talked  about,  or  it  is  imprudent  to  borrow 
that  amount  or  whatever , this  is  totally  destructive  to 
the  growth  of  American  industry  and  we  need  to  get  the 
environmental  zealots,  if  you  will,  to  zealotize  a  little 
bit  for  a  few  years  and  recognize  and  stand  firm  for 
what  they  have  accomplished  and  aL low  the  industry  to  catch 
up  andstill  maintain  thestandards  we  have  today. 

SECRETARY  DENT:  Thank  you,  Mr.  Lewis. 

Mr.  Jaicks. 

kR.  JAICKS:  I  would  like  to  add  towhat  Mr. 

Lewis  has  said  with  reference  to  Mr.  Peterson's  comments. 

It  seems  to  me  there  is  another  dmension  as  to 
the  inflationary  aspect  of  pollutioncontrol  as  it  has  been 
capitalized  aid  invested  in  up  to  date  and  4iat  isthe  area 
wnich  I  think  certainly  is  inflationary  and  deals  also 
with  the  zealousness  of  the  timetables  and  relates  to 
shortages  which  I  think  we  all  agree  are  inflationary 
in  their  basic  impact. 


A  major  material  commodity  which  we  buy  and  which 
enters  the  manufacture  of  steel  products  is  zinc.  To  give 
a  specific  case,  roughly  half  ofthe  zinc  smelters  in  tie 
United  States  have  been  shut  down  because  ofthe  timetables 
in  air  pollution.  Thenet  result  is  that  zinc  prices  have 
just  skyrocketed.  There  are  even  some  cases  where  availability 
is  a  serious  problem. 

As  to  the  conservation  point,  it  seems  to  me  that  a 
couple  ofthings  I  have  in  mind  are  significant.  In  this 
case  they  qsply  not  to  timetables  but  mther  to  standards. 

There  is  a  problem  intlie  air  pollution  area  as  it  impacts 
the  steel  industry  that  relates  to  a  term  called  fuaitive 
dust . 


ihis  isthe  dist  that  is  not  directly  coming  cut  of 
a  process  but  is  emitted  from  a  factory  area  because  of  the 
combination  of  minor  pollutant  sources  combining  to  qo  out 
the  monitor  of  a  building. 
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A  number  of  specific  cases  that  the  industry 
in  general  has  felt  ties  to  the  fact  that  inthe  abatement 
of  fugitive  dust,  a  very  difficult  thing  to  do,  which  in 
most  cases  requires  electrical  energy,  for  this  relatively 
small  total  amount  of  dust,  the  electrical  energy  and  the 
air  pollution  evolved  in  tie  producing  of  it  turns  out  to  be 
a  greater  amount  of  pollution  than  the  control  of  the 
fugitive  dust. 

Another  factor  related  to  electrical  energy 
is that  we  in  air  industry  have  recognized  the  energy 
requirements  to  meet  existing  standards. 

We  have  c  alculated  that  something  like  20 
percent  of the  entire  energy  now  used  in  the  steel 
industry,  an  energy  intensive  industry,  would  be 
required  to  control  all  of  tiose  pollutant  areas  in  both 
air  aid  w  ater . 

Of  course,  we  are  all  for  protecting  the  health 
andwell  being  of  the  citizenry'’  in  this  country,  but  it  seems 
to  me  that  the  extent  towhich  standards  are  excessive  we 
have  a  problem  that  relates  directly  towhat  we  are  talking 
about . 
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CONGRESSMAN  SHUSTER:  Mr.  Secretary,  this  relates  to  a 
different  kind  of  pollution  and  also  to  what  I  believe  to  be  a 
very  significant  aspect  of  inflation  from  a  very  long-term  point 
of  view. 


I  would  pose  as  a  question  to  this  group,  because  I  have 
not  heard  it  mentioned  here  today.  Now,  is  not  a  deceleration  of 
the  world  population  growth  a  very  important  factor  to  which  to 
address  ourselves  when  we  talk  about  inflation  in  the  long-run? 

SECRETARY  DENT:  Yes.  We  will  let  that  question  sink  in, 
and  I  would  like  to  raise  another  one.  We  can  discuss  them  together. 

We  have  heard  a  good  bit  of  discussion  about  the  need  for 
incentives  to  increase  industrial  productive  capacity.  We  have  not 
had  much  discussion  about  the  need  to  augment  the  supply  of  raw 
materials.  There  was  mention  earlier  of  the  possibility  of  a  com¬ 
mission  on  raw  material  supplies.  Is  there  a  consensus  in  favor 
of  this?  Are  you  fearful  that  it  might  infringe  on  the  free  market? 
Do  we  need  a  revision  increase  or  decrease  in  production  incentives 
on  raw  materials? 


What  kind  of  bottlenecks  either  international  trade-wise 
or  distribution-wise  are  involved  in  these  raw  materials  from  your 
experience? 


MR.  FORD:  I  brought  up  that  point, Mr.  Secretary,  and  I 
think  it  is  the  subject  th±  is  very  difficult  to  answer  in  a 
short  period  of  time  here  this  afternoon. 

The  reason  that  I  felt  that  a  commission  such  as  a 
presidential  commission  was  necessary  is  to  give  this  kind  of  a 
long— rnage  look  and  these  raw  materials  shortages  aare  prevalent 
not  only  in  the  United  States  but  throughout  the  rest  of  the  world, 
so  this  is  a  world-wide  problem  and  many  of  these  raw  materials  are 
not  available  in  any  large  quantities  in  the  United  States.  So,  we 
have  to  look  at  world  prices  rather  than  our  own  prices  and  costs 
here  in  the  United  States.  This  is  a  very  difficult  problem  to 
find  an  answer  to,  but,  in  my  opinion,  it  at  least  deserves  a  great 
deal  of  study. 

SECRETARY  DENT:  Thank  you,  Mr.  Ford. 

Are  there  other  comments? 

MR.  IRWIN  MILLER:  Mr.  Ford  mentioned  earlier  having  a 
commission  comparable  to  the  Paley  Commission.  The  Paley  Commission, 

I  believe,  in  1956  or  1958  laid  out  the  energy  problem  in  about  as 
good  dimensions  as  you  could  do  today,  and  we  let  14  to  16  years  go  by 
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without  doing  anything  about  it.  If  we  have  the  same  amount  of  time 
in  raw  materials  but  would  act  before  the  crisis  came  upon  us  as  we 
did  not  do  in  energy,  such  a  commission  could  be  very  fruitful.  Our 
energy  problem  today  would  be  substantially  better  in  hand  had  we  been 
willing  to  act  on  the  Paley  Commission  recommendations  before  the  times 
became  critical, and  I  think  what  Mr.  Ford  is  saying  is  we  now  have  that 
opportunity  on  raw  materials,  but  we  have  to  have  the  commitment  in 
government  to  act  before  it  becomes  critical. 

SECRETARY  DENT:  Were  you  a  member  of  the  Paley  Commission? 

MR.  MILLER:  No,  but  I  recently  reread  its  report  and  it 
will  make  your  heart  bleed  to  see  that  16  years  ago  it  was  laid  out 
and  we  could  have  gotten  into  motion. 

SECRETARY  DENT:  Thank  you. 

MR.  BROWN:  In  listening  to  the  panel's  discussion  both 
here  and  in  Pittsburgh,  it  seems  to  me  that  certain  things  kind  of 
come  in  focus  and  that  is  if  we  look  at  the  problem  of  Federal 
regulation,  especially  in  the  environmental  and  safety  area,  and 
some  others,  you  find  that  it  has  its  greatest  impact,  and  the  focal 
points  are  by  and  large  energy  production  facilities,  and  in  the 
area  of  critical  materials.  In  the  area  of  energy  production,  we 
think  of  spillage,  water  pollution,  fall  out,  air  pollution,  etc. 

Under  critical  materials,  we  find  that  these  things  especially  affect 
environmental  boundaries— the  zinc  example  that  the  gentleman  came 
up  with. 
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So,  shouldn’t  there  be  one  conclusion  we  reach  from 
this  from  these  different  regulations  if  we  are  going  to 
improve  the  quality  of  life  that  the  gentleman  suggested  that 
these  are  specific  areas  on  which  we  should  focus  special 
tax  treatment  as  the  highest  priority,  because  I  think  they 
are  consistent  and  I  think  you  will  agree,  Mr.  Secretary, 
throughout  the  course  of  the  Pittsburgh  meeting  and  this 
meeting,  these  things  have  really  constantly  kind  of  pre¬ 
cipitated  to  the  top.  When  we  talk  about  regs  we  talk  about 
these  two  basic  areas  and  probably  that  is  what  we  should 
have  precipitated  to  the  top  from  the  standpoint  of  tax 
treatment. 


MR.  CONABLE:  That  is  why  we  give  five-year  write¬ 
off  for  pollution  facilities  for  capital  investment. 

MR.  RICCARDO:  The  comment  about  tax  incentives 
in  this  area  I  think  are  worthy  to  be  looked  at  depending 
upon  the  industry  but  I  think  the  preponderance  of  opinion 
expressed  here  today  is  not  so  much  —  industry  needs 
help  in  this  area  as  much  as  it  needs  reasonableness.  I 
don't  think  anyone  in  industry  who  has  any  common  sense  is 
not  for  removing  his  own  particular  products  or  plants  from 

this  problem  because  you  can’t  live  with  it  from  many  points 
of  view. 


The  problem  we  are  all  faced  with  is  the  amount 
of  regulation  and  the  necessity  for  that  particular  level  of 
regulation.  I  think  it  is  in  this  area  that  it  would  be 
most  productive  for  government  to  review  what  it  has  done. 

I  think  the  moratorium  that  was  talked  about  this  morning 
in  certain  areas  in  effect  asks  for  that  kind  of  a  review. 

The  question  is  not  that  we  should  not  improve  our 
products  or  improve  our  plants  or  remove  them  from  these  problems. 
The  question  is  what  does  it  take  to  do  that.  I  think  therein 
lies  the  problem  as  to  what  level  is  needed. 

CONGRESSMAN  BROWN:  Mr.  Riccardo ,  I  am  not  suggesting 
that  we  continue  over-zealous  enforcement  of  regulations 
and  give  over-zealous  tax  reliefs.  I  think  reasonableness 
is  important  in  both  these  areas  but  I  think  we  do  see  the 
impact  of  regulations  particularly  in  these  areas.  These  are 
the  areas  that  I  think  are  the  greatest  contributing  factors 
to  the  inflation  we  have. 
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MR.  JAICKS:  Congressman  Conable ,  could  you  clarify 
for  me  your  last  comment  about  the  nature  of  the  Federal 
tax  relief  in  this  area?  If  my  information  is  correct, 
the  five-year  write-off  applied  to  new  facilities  after  the 
law  was  passed  and  also  had  a  limitation  on  its  length. 

MR.  CONABLE:  Yes,  and  the  tax  reform  bill  which  is  being 
worked  on  would  extend  that.  You  are  right,  it  is  a  limited 
preference.  The  point  that  we  understood  that  this  was 
a  special  problem  of  capital  recapture  --  because  this 
expenditure  did  not  relate  to  productivity  directly  and, 
therefore ,  we  tried  to  give  added  incentives  for  people 
to  make  this  investment,  realizing  that  the  stick  was 
there  as  well  as  the  carrot. 

It  has  had  some  special  attention.  That  is  the 
only  point  I  was  trying  to  make. 

MR.  JAICKS:  I  would  review  the  plea  as  you  look 
at  that  you  review  it  with  hindsight.  In  areas  such  as  in 
the  steel  business,  the  requirements  to  improve  and  apply 
modern  control  devices  to  older  facilities  are  in  fact  much 
more  difficult  and  are  much  more  expensive  problems  than 
to  apply  them  to  new  ones. 

CONGRESSMAN  BROWN:  I  would  only  ask  Mr.  Conable 
if  he  is  now  coming  up  with  his  tax  reform  measure  to 
in  some  way  compensate  for  the  regulatory  matters  such  as 
the  coal  mine  safety  bill,  strip  mining  bill  —  all  these 
things . 


SECRETARY  DENT:  I  suggest  in  honor  of  the  Detroit 
Tigers  that  we  take  a  seventh  inning  break  stretch. 

( Brief  recess . ) 

SECRETARY  DENT:  Ladies  and  gentlemen,  we  are  into 
the  last  55  minutes.  I  just  think  the  dialogue  has  been 
most  constructive,  and  I  think  that  it  points  up  the  utility 
of  these  meetings  to  where  the  private  sector  interested 
in  incentives  then  is  confronted  with  a  congressional 
problem  of  where  does  it  come  from.  Also,  we  should  recognize 
that  very  few  of  these  spending  programs  were  the  unique 
idea  of  a  member  of  Congress.  They  stem  from  the  American 
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people  and  we  have  to  dampen  the  demands  placed  upon  our 
government  and  society  if  we  are  going  to  hold  these  budgets 
down.  We  look  to  the  Congress  as  our  instrument  but  we 
are  also  supporters  of  them  in  our  communities ,  associate 
with  our  neighbors  and  fellow  workers,  and  it  is  an  opportunity 
to  explore  the  fact  that  maybe  we  are  demanding  more  than 
is  available  from  the  system  and  we  have  to  temper  our 
demands  in  order  to  fit  the  capacity  of  the  times. 

think  the  discussion  has  been  very  constructive 
and,  if  nothing  else,  we  have  all  matured  our  thinking  along 
these  lines.  The  question  had  been  raised  earlier,  also, 
about  the  desirability  of  considering  a  national  planning 
commission  or  a  planning  agency  or  organization  to  try  to 
give  some  centralized  thought.  Does  this  have  any  appeal? 

MR.  FORD.  It  has  great  appeal  to  me,  Mr.  Secretary, 
and  I  fully  support  it.  I  think  it  is  one  of  the  great 
things  lacking  in  the  Federal  Government.  I  would  hope 
it  would  even  be  at  cabinet  level  because  I  think  it  is  that 
important.  I  have  talked  to  Paul  McCracken  about  it  in  his 
new  job.  I  talked  to  him  yesterday  on  this  because  I  think 
it  is  one  of  the  great  things  that  is  lacking  in  our  total 
planning  situation  in  the  United  States. 

SECRETARY  DENT:  You  are  talking  about  planning 
not  just  the  activities  of  the  government  as  Office  of 
Management  and  Budget  but  rather  an  overview  of  the  entire 
economy. 


MR.  BROWN:  An  overview  and  in  the  area  of  raw 
materials  and  plants  and  industry  in  the  United  States  and 
the  entire  economic  situation  apart  from  what  the  CEB  does. 

MR.  GERSTENBERG:  I  am  going  back  to  raw  materials. 

We  certainly  need  to  do  some  planning  and  thinking  about  this. 
Despite  any  amount  of  energy  savings ,  despite  any  actions 
by  our  State  Department  on  the  political  scene,  we  still 
have  a  dependence  on  importation  of  things  like  oil ,  bauxite 
and  other  minerals . 

We  have  talked  about  the  U.S.  becoming  self- 
sufficient.  I  personally  think  we  should  make  every  effort 
to  become  as  self-sufficient  as  possible.  This  brings  problems 
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in  government  and  government  expenditure .  If  you  take 
something  like  the  oil  from  shale  of  which  we  have  great 
potential  in  our  country,  the  cost  of  producing  it  from 
shale  is  always  going  to  be  substantially  higher  than  pro¬ 
ducing  it  in  the  Arab  countries  from  regular  oil  wells. 

So,  there  is  a  great  danger  that  private  industry 
doing  this  will  find  itself  then  being  undercut  at  some 
future  date  greatly  and  finding  an  uneconomic  investment. 

At  that  point,  government  considers  import  barriers 
or  whatever  to  protect  the  domestic  industry.  What  this  does 
then  is  to  make  our  cost  of  manufacture  higher  in  our  country 
than  it  will  be  in  some  foreign  countries  which  was  the 
situation  not  too  long  ago  when  Japan  and  Europe  had  cheaper 
than  oil. 


This  takes  you  to  the  next  step  of  government 
self-sufficiency  in  the  way  of  oil,  in  the  way  of  local 
bauxite,  other  minerals,  and  then  perhaps  putting  that  into 
standby  for  the  emergency  whether  it  be  military  or  political. 
That,  again,  gets  into  the  realm  of  more  government  expenditures 
which  will  probably  bring  more  inflation. 

So,  I  do  think  study  of  the  raw  material  long-range 
problems  are  most  important,  and  we  should  stop  kidding 
ourselves  and  face  up  to  some  of  the  realities  of  whether 
we  are  going  to  be  competitive  or  not . 

SECRETARY  DENT:  Thank  you. 

DR.  THORELLI:  Mr.  Secretary,  we  just  had  a  stretch 
break  but  I  will  try  to  avoid  stretching  my  remarks. 

SECRETARY  DENT:  Thank  you. 

DR.  THORELLI:  The  first  point  I  wanted  to  take  up 
has  to  do  with  this  materials  issue.  I  am  sorry  to  have  to 
take  issue  with  Mr.  Gerstenberg.  I  think  we  are  growing 
with  increasing  interdependence  between  nations  whether  we 
particularly  like  it  or  not.  I  think  it  is  reactionary 
to  strive  for  self-sufficiency  in  all  areas  of  raw  materials. 

That  does  not  mean  we  could  not  have  Federal  research  and 
development  subsidies  or  we  could  not  have  Federal  tax  incentives 
to  develop  new  types  of  energy  or  raw  materials  but  to  heir 


370 

for  self-sufficiency  or  even  make  that  an  overall  national 
goal,  I  think,  would  be  uneconomical  and  inflationary 
both. 


Besides,  we  should  not  for  a  moment  forget,  I 
think,  that  the  United  States  is  the  home  of  two-thirds  or 
three -fourths  of  the  multi-national  corporations  in  the 
world  and,  hence,  has  some  extremely  volatile  and  sensitive 
interests  in  liberal  international  trade. 

The  second  point  has  to  do  with  energy.  I  said  this 
morning  I  was  trying  to  give  a  consumer  point  of  view  of 
some  of  these  matters.  Well,  one  might  wonder  how  can  one 
tolerate  these  fantastic  increases  in  gasoline  prices  and 
fuel  oil  prices  from  the  consumer's  point  of  view.  I  think 
if  we  get  the  right  kind  of  educational  campaign  going, 

Mr.  Chairman,  consumers  will  be  able  to  manfully  take  these 
higher  prices  if  they  are  convinced  that  it  is  for  a  worth¬ 
while  purpose  such  as  for  conserving  energy,  and  this  is  the 
clincher,  if  it  is  to  get  us  an  excess  profits  tax  on  windfall 
type  profits  in  the  oil  companies  with  which  to  develop  new 
sources  of  energy. 

On  that  point ,  I  would  like  to  say  we  want  to 
promote  competition ,  and  I  would  be  anxious  to  see  that 
this  excess  profits  tax  is  applied  in  such  a  way  that  it 
is  non-oil  companies  that  are  doing  the  development  work 
on  competing  forms  of  energy. 

Some  of  the  excess  profits  might  also  go  to 
alleviate  hardship  cases  such  as  the  little  old  woman  in  her 
cottage  in  New  England  who  can't  pay  her  fuel  oil  bill,  etcetera. 

MR.  BURRELL:  Mr.  Secretary,  there  seems  to  be  an 
assumption  that  the  United  States  will  have  to  go  as  a 
supplicant  to  any  new  source  of  raw  materials.  I  think  that 
is  a  pretty  dire  prediction.  I  think  that  we,  as  Americans, 
must  seek  new  markets  for  our  products  and  new  sources  of 
needed  raw  materials  at  the  same  time.  That  being  true,  we 
will  find  ourselves  turning  more  and  more  to  the  less 
developed  areas  of  Latin  America,  Africa,  and  Asia,  Therefore, 
it  seems  to  me  it  would  be  in  our  own  national  interest 
to  contribute  to  the  further  development  of  those  areas  as 
we  know  both  of  those  things  that  I  refer  to. 


371 


SECRETARY  DENT:  Thank  you. 

I  wonder  if  I  might  raise  one  question  that  you  can 
be  thinking  about  and  then  we  will  take  Mr.  Jones  and 
Mr.  Miller. 

During  the  discussion  there  seemed  to  be  consensus 
that  the  government,  if  we  are  facing  unemployment,  should 
become  the  employer  of  last  resort. 

We  also  had  many  suggestions  about  productivity.  Is 
there  any  way  that  we  could  combine  these  two  in  order  to 
improve  productivity  in  our  society  if  we  do  have  to  become 
the  employer  of  last  resort? 

Mr.  Jones? 

MR.  JONES:  Mr.  Chairman,  I  just  want  to  make  a 
comment  on  the  commission  you  just  talked  about.  It  bothers 
me  to  some  extent  that  the  commission  is  talking  about 
managing  things  in  addition  to  raw  materials. 

It  seems  to  me  that  not  enough  emphasis  is  being 
placed  on  conservation  for  one  thing  and,  secondly,  not 
enough  emphasis  is  being  placed  on  efficiency. 

I  am  rather  concerned,  probably  because  of  my 
background  as  a  physicist,  if  you  talk  about  conservation 
and  so  forth  if  we  are  ont  playing  games  with  ourselves.  Why 
don't  we,  for  instance,  worry  about  increasing  efficiency. 

I  suspect  sometimes  we  have  said  we  don't  have  to  worry 
about  that  because  we  can  continue  to  pass  that  on  to  the 
consumer,  and  maybe  we  might  really  want  to  stop  and  look 
at  some  points  and  see  if  maybe  in  terms  of  our  energy 
needs  and  our  raw  material  needs  that  we  might  not  build 
things  to  last  and  make  them  more  efficient  and  cut  back  on 
the  needs  we  are  going  to  have  long  term. 

MR.  MILLER:  Mr.  Secretary,  I  think  there  is  a  sense 
of  frustration  in  the  whole  meeting  and  I  share  it,  and  that 
is  almost  anything  proposed  has  possible  bad  effects  somewhere 
else.  The  lesson  that  comes  out  of  this  is  just  as  our  own 
businesses  are  a  system  and  each  component  interacts  on  all 
the  other  systems,  so  the  nation  is  a  system.  We  are  now 
talking  about  systems '  interactions  and  we  have  no  method 
whatsoever  of  predicting  what  those  are  going  to  be. 
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blind. 


Therefore,  when  we  take  any  action,  we  are  flying 


In  respect  to  the  planning  function,  it  really 
means  taking  the  rest  of  the  century  to  build  a  sophisticated 
model  of  the  whole  society  so  that  you  can  ask  questions 
as  to  what  the  system's  interactions  of  any  course  you  may 
propose  may  be.  Given  the  length  of  time  in  which  it  takes 
to  compile  even  a  primitive  model  of  a  business,  I  would 
think  it  would  take  the  rest  of  the  century  to  do  that  on 
the  society  and  here,  again,  we  ought  to  start  now.  I  think 
that  is  the  heart  of  all  the  frustration  that  we  see  here  now. 

We  cannot  predict.  We  are  making  individual 
proposals  without  any  real  assurance  as  to  what  the  system's 
interactions  will  be  and  we  know  that  most  of  them  will  be 
bad. 


SECRETARY  DENT:  Thank  you,  Mr.  Miller. 

I  do  believe,  however,  we  are  getting  this  interplay 
of  ideas.  It  is  preliminary  to  moving  forward  to  another 
two-day  meeting.  It  will  just  begin  to  mature  by  then  and 
ultimately  we  will  have  to  better  analyze  their  interrelation¬ 
ships  as  you  have  suggested.  It  is  far  better  that  we  have 
made  a  start  than  not  to  have  started  at  all. 

DR.  LAZER:  I  would  heartily  support  what  Mr.  Miller 
has  said.  I  think  we  have  to  start  developing  the  planning 
stage  and  gathering  the  data.  I  don't  think  anyone  saw 
the  impact  of  the  Russian  wheat  deal  on  the  American  economy. 

He  is  absolutely  right  we  have  to  choose  from  amongst  a 
number  of  undesirable  alternatives  if  we  are  going  to  try 
to  stem  inflation  in  the  short-run  and  somehow  try  to  under¬ 
stand  our  system  better  in  the  long  run. 

The  economists  have  been  fine-tuning  this  economy 
now  for  well  over  a  decade  and  I  am  not  too  sure  the 
economic  models  have  worked. 

I  have  often  wondered  in  the  back  of  my  mind  while 
we  have  a  council  of  economic  advisors.  Why  is  it  not  a  council 
of  economic,  business  and  union  advisors.  Certainly,  it  is 
a  system  with  interrelated  parts.  If  we  look  at  all  of  the 
proposals  today,  what  happens  in  one  sector  affects  another. 
Somehow  we  are  going  to  have  to  break  that  cycle  now. 
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There  will  be  flak.  There  will  be  an  uneven 
distribution  of  the  burden  however  you  look  at  it,  whether 
it  is  on  business,  the  consumer,  labor,  the  government,  but 
everybody  must  share  some  of  it  and  let ’ s  take  a  longer  range 
look  at  it  and  try  to  develop  the  interactions  so  we  could 
do  the  cost-benefit  analysis  whenever  we  try  to  undertake 
a  program. 


SECRETARY  DENT:  Mr.  Morgens. 

MR.  MORGENS:  I  would  like  to  raise  just  a  note 
of  caution  about  this  national  planning  suggestion  of  Mr.  Ford. 

I  don’t  think  there  is  any  body  of  human  knowledge 
or  human  mind  that  can  plan  for  an  economy  as  complex  as 
ours.  I  would  just  rather  trust  the  many  individual 
decisions  of  the  various  elements  in  the  economy  than  I 
would  any  group  of  planners  that  I  have  yet  run  into.  I 
think  with  planning  comes  a  tendency  to  enforce  a  plan  and 
that  gets  to  be  more  and  more  constrictive  on  what  is,  after 
all,  a  very  vital  society  right  now,  unplanned  as  it  may  be 
by  the  so-called  superior  minds  that  can  do  this. 

SECRETARY  DENT:  Thank  you,  Mr.  Morgens. 

Are  there  any  other  comments? 

To  get  back  to  this  question  of  productivity,  there 
have  been  suggestions  of  productivity  councils,  commissions. 

I  have  been  interested  in  this  for  quite  a  substantial  amount 
of  time.  One  of  the  big  problems  we  run  up  against  is  the 
question  of  whether  it  should  be  Federal ,  funded  by  the 
government,  in  which  case  it  has  the  encumbrances  of 
bureaucracies  and  the  restraints  of  conflicting  interests. 

Yet,  on  the  other  hand,  we  have  been  unable  to  find  in  the 
private  sector  a  moving  force  which  says  we  ought  to  take 
it  and  make  a  little  contribution  from  a  number  of  companies 
and  have  the  private  sector  on  it,  develop  ideas  that  can  go 
back  both  to  the  public  and  to  the  government. 

I  wonder  what  the  sense  about  this  question  would 

be . 
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HR.  BURRELL:  I  agree  with  you,  Mr.  Secretary,  on 
the  fact  that  we  have  not  been  able  to  find  the  money  in  the 
private  sector  to  do  that.  Neither  have  we  been  able  to 
find  it  in  the  Congress,  the  present  company  excluded, 
of  course,  I  am  sure  they  all  voted  for  the  act  when 
it  came  before  them. 

But  we  have  a  National  Commission  on  Productivity 
which  I  thought  was  comprised  of  all  elements,  and  all 
segments  of  the  economy,  including  business,  government 
and  labor . 

The  Congress,  in  reading  the  record,  asked  the 
question  of  what  the  hell  do  you  do?  For  that  reason, 
we  don't  think  you  ought  to  have  but  X  number  of  dollars. 

We  started  asking  for  $10  million,  went  to  the  Committee  and 
ended  up  with  a  request  for  $5  million  and  someone  decided 
it  should  be  $2 .5  million  and  that  is  what  we  got. 

If  it  is  as  large  a  problem  as  we  say  it  is  here, 

I  don't  see  how  in  the  world  the  Congress  or  anyone 
else  could  say  that  it  does  not  need  the  funds  with  which 
to  operate.  I  think  in  the  mix  of  the  people,  you  will  find 
the  kind  of  response  that  we  are  frying  to  get  as  an  answer 
to  the  crushing  problem. 

MR.  GERSTENBERG:  There  may  be  some  particular 
group  that  could  bring  something  to  bear  on  a  national 
basis  for  the  whole  private  economy  on  productivity.  I 
don't  know.  But  I  would  have  to  say  that  there  is  no  one 
around  here  who  is  any  more  interested  in  improving  the 
efficiency  of  our  business  and  the  productivity  of  our 
operations  than  we  who  have  the  responsibility  for  running 
it. 


If  we  are  not  able  to  do  it,  the  discipline  of  the 
market  will  throw  us  out  of  these  jobs  very,  very  quickly 
and  I  think  you  can  trust  that  to  the  competitive  economy 
of  this  country  to  do  the  best  job. 


SECRETARY  DENT:  Thank  you. 
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CONGRESSMAN  BLACKBURN:  I  think  there  is  one  very 
ligitimate  area  that  a  Federal  Commission  on  Productivity 
could  serve  a  purpose  and  that  is  in  investigating  the 
efficiency  of  local  governments . 

Someone  observed  earlier  thatthe  federal  establish¬ 
ment  is  pretty  much  the  same  size  today  as  it  was  in  the 
late  '40's,  yet  local  governments  have  grown  up  from  $3  mil¬ 
lion  employees  to  $11  million  employees.  I  suspect  that 
there  is  a  lot  of  room  for  lost  motion  and  nepotism  in  local 
governments  probably  to  a  greater  degree  than  in  the 
Federal  government.  That  would  be  a  very  valid  area  for  a 
commission  to  look  into. 

CONGRESSMAN  SCHUSTER:  It  seems  to  me  perhaps 
another  area  of  legitimate  interest  would  be  not  dealing 
so  much  with  heads  of  industry  who  are  interested  in 
productivity  but  in  serving  an  educational  function  in  our 
country  to  educate  the  other  elements  of  our  society  as  to 
the  enormous  importance  of  productivity. 

In  fact,  I  would  go  beyond  that  and  raise  the 
question:  Don't  we  need  really  from  a  long-run  point  of 

view  to  educate  our  children  in  high  school  so  that  by  the 
time  they  are  a  high  school  graduate  they  understand 
something  about  economics  . 

My  kids  know  more  about  music  and  where  Omaha, 
Nebraska  is  located  than  they  do  about  the  fundamentals  of 
economics.  It  seems  to  me  this  is  terribly  important. 

The  Office  of  Education  and  HEW  should  look  into  this 
to  change  the  curriculum  fundamentally  in  our  nation's 
schools  . 


SECRETARY  DENT:  He  brought  up  an  interesting  point 
in  his  Ohio  speech,  the  President  charged  the  Secretaries  of 
Labor,  Commerce  and  HEW  to  present  how  the  workaday  life  and 
academic  might  be  more  closely  attuned.  That  is  in  the  works 
5nd  any  ideas  are  solicited . 

CONGRESSMAN  BROWN:  On  the  question  of  a  public  or 
private  oriented  Commission  on  Productivity,  I  think  one  of 
the  problems  of  a  federally-run  Commission  on  Productivity 
and  Mr.  Burrell  might  agree,  is  that  if  you  are  really 
going  to  do  a  hard  job  and  point  out  sojjje  of  the  areas 
that  are  almost  sacrosanct  today  within  labor  contracts  and 
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what  have  you,  if  you  did  that  kind  of  a  job  and  came  to 
a  political  body,  that  Commission  very  shortly  would  go 
out  of  existence,  because  that  Commission  is  not  going  to 
say  this  regulatory  function  under  any  kind  of  a  cost 
benefit  study  looking  at  productivity  just  should  not  be 
there ,  and  this  labor  proviso  and  this  other  should  net 
be  there . 


You  cannot  put  that  function  in  a  political  body. 

If  you  do,  you  are  gettirgthe  kind  of  watered  down 
reports  that  will  give  lip  service  to  the  qeustion  of 
productivity  but  the  Commission  is  not  going  to  come  into 
hard  confrontation  with  the  real  problem. 

CONGRESSMAN  FORD:  Some  mention  was  made  here  of 
the  existing  Federal  Commission  on  Productivity.  I  have  only 
been  down  there  for  ten  years  and  I  did  not  know  we  had 
one  until  we  were  asked  to  vote .  The  only  thing  that 
anybody  could  tell  me  was  that  Ihey  were  responsible  for 
a  billboard  right  outside  of  Washington  that  said  about 
more  productivity. 

I  think  every  member  of  the  House  must  have  seen  that 
billboard  because  we  finally  found  out  who  was  responsible 
for  putting  up  a  billboard  that  said  about  more  productivity. 

I  think  that  I  voted  against  it  when  it  was  up. 

It  was  a  caveat  I  would  throw  to  Mr.  Ford  and  the  others 
suggesting  any  kind  of  commission.  I  think  the  idea  is 
great  but  it  had  better  have  some  clout  and  the  dignity  of 
the  President  of  the  United  States  behind  it  and  the  Secretary 
and  others  so  that  it  does  not  become  a  name  that  sounds 
like  we  are  doing  something  at  a  federal  level  and  there¬ 
fore  becomes  an  excuse  for  not  doing  anything  at  the 
federal  level. 

As  a  matter  of  fact,  it  is  well  recognized  by 
people  that  one  of  the  ways  we  duck  responsibilities  in  the 
Congress  is  to  create  a  new  committee  to  study  it.  Every 
bad  administration  tends  to  do  this  from  time  to  time.  It 
is  one  of  the  weeknesses  of  government.  If  you  start  off 
to  get  one  of  these  and  you  are  really  interested  in  it,  be 
sure  that  when  it  is  started,  it  has  the  dignity  of  the 
President's  full  support  and  the  leadership  in  the  Congress 
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and  the  Cabinet,  because  other  wise  it  will  become  a  title  and 
it  will  become  an  excuse  for  other  agencies  of  the  federal 
government  not  to  exert  their  bust  effort  and  not  to  be 
held  responsible. 

As  a  matter  of  fact,  we  do  hold  a  number  of  agencies 
of  the  federal  government  responsible  and  the  agencies  them¬ 
selves  in  various  ways  hold  you  responsible  for  efficiency 
which  is  a  part  of  the  problem  of  productivity. 

But  I  father  listening  today  that  there  would  be 
a  difference  of  opinion  as  to  what  efficiency  means  from  the 
conservationist  point  of  view.  The  most  efficient  way  to 
do  something  is  to  produce  the  least  amount  of  pollution. 

From  the  manufacturer's  point  of  view,  answering 
to  his  Board  of  Directors  and  to  his  stockholders,  the 
most  efficient  way  is  that  way  which  will  produce  the 
product  for  the  last  course  and  in  themost  efficient  way  from 
that  standpoint. 

These  things  have  to  be  weighed  together.  Perhaps 
for  that  reason  some  kind  of  governmental  advice  or  counsel 
will  be  necessary  if  not  regulation.  I  tend  to  agree  when 
a  committee  recommends  something  a  committee  in  our  body 
will  come  up  with  legislation  to  force  you  to  do  something 
with  regard  to  that  recommendation. 

The  most  important  thing  is  that  we  not  have  a 
fancy  sounding  group  of  people  who  mill  around  for  two  years 
and  produce  a  report  that  gets  filed  away  and  does  nothing 
because  that  will  fake  out  a  lot  of  good  people  on  the 
university  campuses  and  in  industry  and  in  government  now 
who  are  in  fact  working  on  some  segment  that  they  have 
some  expertise  in  what  to  do  about  productivity. 

SECRETARY  DENT:  Mr.  Burrell. 

MR.  BURRELL:  Congressman  Ford,  we  who  sit  on  the 
Productivity  Commission  thought  that  we  had  what  we  needed 
to  proceed  to  do  the  job.  There  is  an  article  I  have  seen 
here  at  the  table  in  this  weeks  Business  Week  that  talks 
about  the  fact  the  reason  it  has  not  been  able  to  operate 
it  was  always  in  fear  of  not  having  the  funds  to  get  through 
the  next  fiscal  year. 
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^  "think  you  could  assume  "the  only  way  it  would 
work  is  that  you  would  have  business,  government  and 
labor  sitting  together.  You  can't  do  it  if  only  the  busi¬ 
ness  sector  funds  the  Productivity  Commission,  or  you  could 
not  do  it  if  only  labor,  and  at  no  time  during  the  meeting 
we  had  over  acouple  years  period  did  we  have  everybody 
present. 


Sometimes  business  was  mad,  sometimes  labor  was  mad 
depending  upon  the  subject  matter,  but  certainly  the  mix 
of  people  is  what  is  going  to  be  required. 

Government  has  the  responsibility  in  this  country 
to  move  to  ease  social  pressures  and  other  kinds  of  sectors 
when  the  private  sector  fails  to  act.  We  have  not  been 
able  to  find  anyone  seise  interested  in  funding  it  other 
than  government  who  has  the  most  to  gain. 

Today  we  have  talked  about  productivity  all  day 
long.  Everybody  talks  about  productivity.  It  seems  to  be 
like  the  Loch  Ness  Monster.  Everybody  talks  about  it,  but 
has  never  seen  it  or  knows  what  it  is.  Yet,  it  is  right 
here  on  the  table  today.  We  are  still  fighting  the  battle  of 
how  you  fund  a  Commission  on  Productivity. 

SECRETARY  DENT:  Thank  you,  Mr.  Fisher.  Did  you 
have  your  hand  up . 

MR.  S.  FISHER:  Mr.  Burrell  has  pretty  well  made  my 
comment.  Congressman  Ford  says  he  has  been  there  and  has  not 
heard  of  it.  It  is  only  three  years  old.  Maybe  this  is  one 
of  the  reasons.  It  has  a  one-year  life.  It  is  never  been 
funded  beyond  the  fiscal  year. 


Mr.  Dunlop  heads  it,  who  has  been  here.  It  has  had 
three  directors  in  the  last  twelve  months  and  that  is 
Congress's  fault.  Given  it  some  teeth  and  the  beef  you 
say  you  wish  it  had  because  it  is  your  creature. 

SECRETARY  DENT:  Am  I  to  observe  that  it  was  a 
Senator  that  struck  the  appropriations,  not  a  member  of  the 
House  . 
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HR.  BURRELL:  I  said  they  were  all  excluded, 

Mr.  Secretary. 

MR.  GRIFFIN:  I  alluded  to  this  morning  that  we  have 
to  teach  people  what  makes  the  system  tick  because  pro¬ 
ductivity  means  different  things  to  different  people.  I 
think  to  some  extent  it  means  a  speed-up  on  the  assembly 
line,  to  others,  less  time  on  the  coffee  break.  It  is  an 
attitudinal  matter. 

I  think  we  haVe  taken  it  for  granted  that  things 
just  come  automatically  without  a  price  tag  attached  and 
because  of  the  unique  situation  that  we  have  unfortunately, 
double  digit  inflation  which  is  a  catching  phrase  as  well  as 
a  threat  that  we  have  an  opportunity  in  economic  education 
that  we  have  never  had  before. 

In  St.  Louis  we  are  trying  to  do  something  on 
this  not  only  on  the  industrial  business  level,  but  with  the 
universities  because  after  a  time  it  is  pretty  hard  to  change 
someone's  attitude. 

SECRETARY  DENT:  Thank  you. 

CONGRESSMAN  BROWN:  I  just  want  to  express  my  appre¬ 
ciation  for  this  meeting.  The  gentleman  at  the  end, 

Mr.  Bechtel,  totally  agrees  with  this  so  it  can  be  done. 

Maybe  your  situation  just  has  to  get  as  bad  as  it  was  in  the 
construction  industry  before  you  decide  you  have  to  sit 
down  and  talk. 

I  think  it  can  be  done.  I  don't  think  it  has  to  be 
purely  the  private  sector,  I  don't  think  it  has  to  be  purely 
the  government  sector  but  it  has  to  have  participants  from 
all  of  these  sectors  as  Mr.  Burrel  said.  If  it  is  in  your 
own  best  interests,  each  segment  of  this  aspect  of  the 
economy,  then  you  are  going: to  have  the  kind  of  Commissionr 
on  Productivity,  negotiation  productivity  that  you  had  from 
CISC. 


SECRETARY  DENT:  Thank  you.  Mr.  Bechtel. 

MR.  BECHTEL:  If  my  memory  serves  me  right,  the 
Productivity  Commission  was  established  shortly  before  the 
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first  freeze  and  Phase  II  was  put  into  effect  and  I  think 
that  completely  discombobulated  everything  in  Washington 
and  in  the  contry  so  much  that  it  really  did  not  get  the 

follow-through  before  the  control  program  went "into 
effect . 


.  -f  would  like  to  also  suggest  that  in  talking  about 
productivity  that  we  recognize  the  complexity  and  the 
multi-faceted  nature  of  productivity.  There  are  some 
things  that  have  to  be  dealt  with  on  a  generalized  national 
basis,  there  are  some  things  that  you  cannot  go  beyond 
the  industry. 

So  it  is  a  little  bit  like  some  of  these  other 
problems  we  are  looking  for  one  simple  solution.  You 
can  have  one  little  committee  and  solve  the  whole  problem 
and  productivity  cannot  be  dealt  with  that  way. 

I  think  there  can  be  a  case  for  continuing  the  productivity 
Dr.  Dunlop  is  now  examining  this  on  the  Commission  and  he 
has  asked  us  to  give  suggestions . 

I  think  part  of the  answer  is  going  to  be  it  is 
going  to  take  more  than  one  Commission,  it  is  going  to 
take  some  subgroups.  It  is  very  complicated. 

SECRETARY  DENT:  Thank  you. 

There  was  one  interesting  project  that  they  have 
been  worling  on  relating  to  the  food  industry  which  is 
basic  to  inflation  and  basic  to  every  consumer  in  America. 
They  analyzed  the  fact  and  found  that  there  were  1200 
diffetnet  size  packages  handled  in  the  grocery  store 
which  complicates  warehouse  handling,  sizing  of  storage, 
sizing  of  transportation  and  so  forth. 


On  the  other  hand,  in  Switzerland  there  is  a  chain 
store  which  deals  in  four  separate  sizes.  They  were  working 
towards  an  industry-wide  effort  to  try  to  reduce  the  number 
o  packages  that  have  to  be  handled  throughout  the  entire 
system. 


If  successful,  I  am  sure  that  each  one  of  us  as  a 
consumer  would  derive  direct  cost  benefits. 
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MR.  MORGENS:  Mr.  Secretary,  I  would  like  to 
differ  with  you  a  little  bit  on  that.  As  a  marketer  of 
packages,  the  size  of  thepackage  that  is  put  in  there  is  one 
tha  the  consumer  wants,  and  for  a  government  Productivity 
Commission  to  tell  the  consumer  what  size  package  he  should 
have  and  it  seems  to  me  to  be  one  more  step  of  Big  Brother 
in  the  private  enterprise  system. 

Nobody  puts  out  a  multiple  set  of  packages  except 
insofar  as  it  is  desirable  from  the  consumer  standpoint. 

SECRETARY  DENT:  You  could  not  be  more  correct  e 
except  the  effort  was  to  try  to  get  the  industry  together, 
no  regulations  and  have  them  talk  it  out  and  come  up  with  a 
reduction  on  their  part  —  certainly  no  regulation  in 
mandatory  type,  just  pulling  together  forces  as  they 
did  in  the  construction  industry. 

MR.  MORGENS:  One  more  point  on  that,  if  I  may. 
Would  it  be  too  much  to  suggest  that  a  federal  productivity 
Commission  ought  to  direct  its  attention  first  of  all  to 
greater  productivity  in  government  before  it  tries  to  tell 
private  industry  how  to  be  more  productive  . 

SECRETARY  DENT :  We  have  one  that  is  known  as  the 
Office  of  Management  and  Budget. 

[Laughter . ] 

MR.  MORGENS:  Well  - 

SECRETARY  DENT:  A  point  well  taken. 

MR.  MORGENS:  All  right. 

SECRETARY  DENT:  Are  there  other  comments?  Yes, 

Berkeley . 

MR.  BURRELL:  Just  one  little  rejoinder  to  that. 

I  would  agree  with  Mr.  Morgens.  You  asked  the  question, 
for  example,  as  you  examine  productivity  and  I  think  up 
until  the  time  that  we  established  the  Productivity  Com¬ 
mission  you  always  brought  in  government  at  zero  produc¬ 
tivity  and  then  tried  to  improve  it  in  other  sectors  so 
that  you  would  bring  the  zero  up  a  little  bit  or  that  the 
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others  would  come  down  aid  somehow  balance  out.  But  it  is 
difficult  to  measuer,  for  example,  the  effectiveness  of  the 
school  teacher  or  the  effectiveness  of  a  policeman  —  how 
many  people  did  he  arrest?  Is  that  good  productivity? 

How  many  lives  did  a  doctor  save?  It  is  just  difficult  to 
measure  some  segments  of  the  economy. 

Now,  some  are  more  identifiable  than  others. 

Is  a  trash  collector  a  good  trash  collector  because  he  can 
collect  100  pounds  of  trash  an  hour  or  something?  Those 
are  sectors  that  the  government  finds  —  the  federal, 
state  and  local  governments  —  difficult  to  measure. 


We  were  trying  to  construct  models  someWhere 
along  the  line  that  would  give  us  some  idea  of  what 
that  total  productivity  was  and  then  your  answer  would  been 
difficult  today  and  we  had  a  chance  to  find  out. 

SECRETARY  DENT:  Thank  you. 

We  are  nearing  the  end  and  I  would  like  to  give  an 
opportunity  to  each  one  of  our  co-hosts  from  the  Congress 
to  in  several  minutes  summarize  their  impressions  or 
ask  final  questions  thatmay  be  on  their  minds. 

Congressman  Ford  of  Michigan. 

CONGRESSMAN  FORD:  Well,  you  just  put  me  in  trouble 
because  I  am  the  most  junior  member  on  this  side.  I  think 
I  should  defer  to  the  gentlelady  who  is  the  dean  of  our 
delegation  in  Washington. 
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SECRETARY  DENT:  We  will  work  up,  rotate  from  - 

MR.  FORD:  I  have  already  taken  my  share  of  time. 

I  am  very  happy  that  I  had  an  opportunity  to  be  here  and  hear 
what  you  have  heard  today.  Some  of  you  here  today  have 
talked  to  us  before  and  it  was  not  too  long  ago  that  we 
sat  down  with  John  Carter  and  heard  firsthand  the  specific 
views  of  some  of  the  things  that  we  have  been  doing. 

I  hope  that  I  clearly  understood  as  I  listened 
to  the  interchange  going  back  and  forth,  that  you  as  the 
leaders  of  business  recognize  what  some  of  us  have  had  to 
finally  recognize,  that  we  don't  have  any  magic  formulas 
available  and  that  we  may  finally  be  coming  to  that  period 
of  realism  in  governments  where  we  quit  trying  to  convince 
the  American  people  that  we  can  solve  problems  as  intricate 
as  this  problem  with  some  immediate  package  of  legislation 
or  some  immediate  action  by  the  President  or  a  combination 
thereof,  or  that  we  can  do  it  very  soon  in  the  future  or  do 
it  on  a  very  permanent  basis. 

The  very  fact  that  the  business  community  has  reached 
the  stage  that  I  heard  coming  through  here  today,  I  think, 

Mr.  Secretary,  will  be  supportive  of  the  long,  hard  work 
that  is  ahead  of  you  and  ahead  of  the  Administration  and 
the  Congress.  I  think  it  also  speaks  here  of  an  attitude 
of  a  good  deal  of  cooperation  that  will  be  forthcoming, 
and  for  that  I  know  we  are  all  going  to  be  appreciative. 

Thank  you  for  coming  to  our  city. 

SECRETARY  DENT:  Thank  you. 

We  will  swing  to  the  minority  side,  Congressman 
Schuster  of  Pennsylvania. 

CONGRESSMAN  SCHUSTER:  I  have  one  final  area  that 
I  would  just  like  to  touch  on,  Mr.  Secretary,  and  it  is  a 
sensitive  area,  but  that  makes  it  no  less  important  and  that 
is  the  area  of  anti-trust.  We  heard  very  little  about  that 
today.  I  would  raise  the  question:  Do  we  need  a  new  look 
at  our  anti-trust  laws  and  particularly  do  we  need  a  different 
set  of  anti-trust  laws  in  relation  to  our  dealing  in  the 
international  marketplace? 

It  seems  to  me  that,  well,  maybe  we  need  tougher 
anti-trust  laws  at  home.  We  perhaps  need  a  very  different 
kind  of  anti-trust  overseas  when  we  have  to  deal  with  cartels 
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backed  by  national  governments  and  is  this  insignificant 
or  would  anybody  care  to  comment  on  it? 

MR.  S.  FISHER:  Finally,  Congress  should  establish 
ree  market  prices.  This  commission  would  be  charged  with 
carefully  reviewing  the  many  existing  laws  and  regulations 
which  were  decided  for  another  time,  but  do  not  fit  the  economic 
realities  of  today.  The  commission  would  then  recommend 
to  Congress  solutions  designed  to  repeal  these  laws.  In 
some  areas  we  need  to  start  all  over  again.  I  didn't  include 
the  words  "anti-trust".  Congressman,  but  that  was  certainly 
one  of  the  things  in  my  mind  there. 

Yes,  these  laws  were  mostly  designed  when  this  country 
was  mostly  self-sufficient,  when  we  were  not  faced  with  the 
need  for . international  cooperation  and  international 
competition.  I  think  many  of  them,  including  our  regulatory 
agencies,  which  also  impinge  on  the  same  economic  problem, 
do  need  a  careful  review. 

SECRETARY  DENT:  Thank  you. 

We  may  have  an  opportunity  to  come  back  to  that 
point  for  discussion. 

Now,  Congressman  Nedzi. 

MR.  NEDZI:  Mr.  Congressman,  I  also  express  my 
appreciation  for  the  arrangement  of  this  conference.  I,  like 
I  suspect  everybody  else  present,  agreed  with  some  of  the 
points  made  and  disagreed  with  others.  Some  of  the  points 
obviously  require  further  study  and  are  intriguing. 

For  what  it  is  worth,  I  just  would  like  to  express 
my  deep  concern  in  an  area  that  was  touched  upon  and  that  is 
the  whole  question  of  the  finite  natural  resources  that  exist 
in  the  world.  I  sort  of  lean  toward  Dr.  Thorelli's  view  that 
it  is  not  too  realistic  for  the  United  States,  wealthy  as  it 
is,  to  try  to  be  self-sufficient.  I  just  don't  see  that  in 
the  cards.  While  I  see  the  desirability  of  less  reliance  on 
others  in  the  world,  we  are  going  to  have  to  live  in  the  whole 
world  and  with  the  continuing  developments  on  the  so-called 
underdeveloped  nations  and  the  increasing  aspirations  of  these 
countries  and  competition  for  those  resources.  The  future  is 
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not  very  bright  if  we  don't  sit  down  and  study  the  entire  matter 
very,  very  deeply.  While  I  recognize  that  setting  up  a  commission 
is  sometimes  a  way  of  avoiding  a  problem,  I  think  it  is 
absolutely  essential  that  we  address  ourselves  to  what  I 
consider  to  be  a  very  basic  problem. 
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SECRETARY  DENT:  Thank  you. 

Congressman  Conable  of  New  York. 

CONGRESSMAN  CONABLE:  Thank  you,  Mr.  Secretary. 

I  would  like  to  add  my  thanks  to  you  for  the  conduct  of 
the  meeting  and  for  the  way  in  which  you  kept  us  on  schedule  and' 
kept  us  dealing  with  relevant  points. 

I  think  if  there  is  some  sense  of  frustration  here,  it 
is  almost  inevitable  also  as  we  deal  with  a  very  complex  area  and 
and  econometric  model  that  encompasses  the  whole  country  and  has 
some  variable  that  it  is  very  difficult  to  deal  with. 

I  think  we  all  sympathize  with  the  President  of  the 
United  States  and  the  leaders  of  the  Congress  who  have  to  make 
some  of  the  basic  decisions  in  the  area  of  economic  policy  which 
obviously  are  going  to  have  to  be  made.  If  we  fail  to  deal  with 
the  issue  of  inflation,  we  probably  will  impose  on  the  American 
people  more  hardship  than  we  can  impose  if  we  move  with  reasonable 
crei^kility ,  admitting  that  we  may  not  know  all  the  answers  and  - 
may  not  be  able  to  wait  until  we  do  know  them. 

I  think  I  see  here  today  several  elements  of  consensus 
that  you  may  not  agree  with,  but  I  believe  they  have  been  repeated 
a  number  of  times  in  our  discussion. 

First,  there  is  an  obvious  feeling  that  there  has  to  be 
some  discipline  in  Government  if  we  are  creditably  to  lead  an 
assault  on  inflation.  That  discipline  which  I  sense  would  seem 
to  indicate  that  most  of  you  would  prefer  to  see  placed  more 
vigorously  on  the  fiscal  side  than  on  the  monetary  side,  although 
with  respect  to  monetary  policy, many  of  you  feel  that  a  basically 
restrictive  policy  is  still  a  good  idea. 

I  sense  also  that  many  of  you  feel  that  Government  had 
better  consider  with  particular  reference  to  long-term  tax  policy 
the  kind  of  incentives  that  will  encourage  saving  and  capital  in¬ 
investment  rather  than  the  incentives  that  will  put  the  emphasis 
on  consumption  particularly  at  this  point  when  capital  investment 
is  so  desperately  needed  to  increase  the  supply  side  of  a  badly 
imbalanced  supply  equation. 

Beyond  that,  I  am  sure  most  of  you  would  agree  any 
policy  must  take  due  account  of  the  inequities  inflation  inevitably 
vests  on  particularly  vulnerable  parts  of  the  economy  including  the 
poor, those  who  own  comparatively  little  property,  those  who  are  de¬ 
pendent  on  large  amounts  of  long-term  financing. 
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I  think  it  is  inevitable  that  the  President  will  go  over 
the  record  of  this  and  the  other  meetings  that  are  being  held. 

That  certainly  is  the  intention  of  the  Steering  Committee  of  which 
I  am  a  member  and  will  derive  from  this  the  kind  of  conclusions 
as  to  consensus  which  will  permit  decisive  government  action,  not 
in  the  indefinite  future  but  as  quickly  as  possible. 

SECRETARY  DENT:  Thank  you, Mr.  Conable. 

Congresswoman  Griffiths. 

CONGRESSWOMAN  GRIFFITHS:  Thank  you,  Mr.  Secretary. 

I  too  would  like  to  thank  you  and  the  President  for 
sending  you.  You  see  —  good  things  come  from  having  a  Michigan 
President. 


I  would  like  to  say  that  it  is  obvious  that  all  of  us 
have  learned,  if  we  did  not  know  before,  what  Mr.  Henry  Ford 
pointed  out,  that  we  are  in  competition  throughout  the  world  for 
a  short  supply  of  raw  materials. 

Since  Americans  have  gone  around  and  taught  the  Europeans, 
the  Asiatics  and  Africans  what  there  is  in  the  world,  all  those  people 
want  to  have  it  now,  and  it  is  a  big  problem  of  who  is  going  to  get  it. 

But  in  our  own  country,  in  my  opinion,  we  have  to  look  to  the 
fact  that  more  and  more  Americans  want  a  better  and  better  life  for 
themselves. 


The  largest  item  in  the  budget  this  year, last  year  and  next 
year  is  not  defense.  It  is  the  transfer  programs — $142  billion  next  year. 

Somehow  or  other,  if  you  are  going  to  make  any  cuts  —  and  in 
place  of  cuts  in  the  budget  many  of  you  today  were  really  offering  cuts 
in  taxes  which  would  have  to  be  made  up  elsewhere  — —  if  you  are  going 
to  make  a  cut  in  the  budget,  then  you  should  hit  into  those  areas  that 
have  the  most  money  in  them,  and  that  would  be  in  the  transfer  programs 
or  in  defense.  Nothing  has  been  said  about  defense. 

I  used  to  be  a  purchaser,  and  if  we  just  had  better  purchasers, 
we  could  do  it.  That  would  do  something. 

But  the  thing  I  think  that  finally  this  group  at  this  summit 
must  come  up  with  is  a  suggestion  that  follows  equally  upon  all  Americans. 
You  cannot  ask  some  to  sacrifice  and  not  others;  or  it  not  only  will 
destroy  our  own  credibility  as  a  government,  but  it  will  destroy  the 
suggestion  itself. 
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There  are  placed  in  the  budget  where  we  would  come  out  much 
more  equitabiy  than  we  do  now,  but  you  cannot  hit  it  with  a  broadaxe. 

It  will  have  to  be  done  with  very  subtle  tools,  and  you  are  going  to 
have  to  go  into  the  programs  that  could  be  reached  and  could  be 
straightened  out.  I  hope  that  we  come  up  with  such  suggestions  in 

do6 ju'-tUthatnd>  natUrally»  1  look  to  this  9rouP  which  is  my  own  to 

SECRETARY  DENT:  Thank  you  very  much,  Mrs.  Griffiths. 

_  .  .  ,_We  also  have  with  us  another  great  Michigander,  William 
Seidman  who  is  the  Executive  Director  of  the  Conference  on  Inflation. 

il,  I  wonder  if  you  have  a  message  about  the  forthcoming  conference 
or  this  one?  y 

MR.  SEIDMAN:  Thank  you, Mr.  Secretary. 

On  behalf  of  the  President,  I  would  like  to  thank  all  of 
you  for  taking  your  time  and  giving  us  your  best  thinking  on  what 

.n^*SS  J^e  can  all  be  fairly  well  convinced  is  a  very  difficult  and 
complicated  problem. 

T>  win  IK^nt  to  assure  y°u  that  what  you  have  said  is  of  importance. 
It  will  go  before  the  decision-makers  in  Government  and  will  be  given 

every  consideration. 

Obviously,  someone  at  some  point  is  going  to  have  to  choose 
between  alternatives  which  have  been  presented  here  and  in  other 
meetings  hut;  I  think  it  can  be  said  and  will  be  proven  that  what 
has  been  done  in  these  meetings  will  be  an  important  part  of  the 

process»  and  what  ^  decided  will  affect  Americans 
and  the  world  for  many  years  to  come. 

.  ,  ...  S°»  wa  aPPreciate  the  efforts  that  you  have  made,  and  I 
would  like  to  add  just  one  thing:  while  inflation  is  the  key  problem 
now,  i  still  is  true  that  we  have  to  increase  productivity  and  pro¬ 
duction  and  gross  national  product  for  everyone  to  improve. 

.  .  .  most  tankless  battle  i*  the  battle  over  the  same  size 

pie  and  who  is  going  to  get  a  bigger  chunk  of  it.  Therefore,  if  we 

had  no  inflation,  if  we  were  not  increasing  the  total  pie, we  would 
be  in  trouble. 


r  ,  S°’  the  many  suggestions  that  have  been  made  in  that  area, 

l  think,  we  can  consider  particularly  relevant. 

I  would  like  to  thank  the  Secretary  and  the  Department  of 
Commerce  for  the  great  job  they  have  done  in  putting  this  meeting 
We  loo]c  forward  to  seeing  you  all  on  September  27U>  and 
28  in  Washington  where  we  will  try  to  put  all  of  the  various  things 

together  in  a  pattern  for  decision-making  which  is  the  objective  of 
the  summit. 


Thank  you  very  much. 
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SECRETARY  DENT:  Thank  you. 

Earlier,  Steve  Bechtel  mentioned  the  success  achieved  by 
the  construction  industry  stabilization  committee.  This  was  achieved 
largely  because  of  the  representation  f  the  various  elements  in  that 
industry.  I  think  that  what  has  gone  on  here  today  between  the  private 
sector,  the  Executive  Branch  and  the  Congress  is  the  type  of  interplay 
that  is  going  to  make  such  a  substantial  contribution  to  understanding 
the  economic  problems  of  this  country  and  pulling  together  a  solution 
to  it. 


i  cannot  thank  each  participant  enough  for  that  which  you 
have  done  to  make  today  such  a  great  success. 

I  would  like  also,  Howard  Morgens,  to  refer  to  your  comment 
about  efficiency  in  Government  and  to  observe  that  my  colleagues,  the 
technicians  of  the  Department  of  Commerce  got  this  room  at  midnight 
last  night.  By  3:30  a.m.,  they  had  put  together  the  electronic  system, 
set  it  up  as  it  is,  and  I  think  they  pass  the  test  of  any  efficiency 
group.  (Applause. ) 

In  concluding,  on  schedule,  we  would  like  to  invite  the  press 
to  come  forward  if  they  wish  to  have  a  final  few  questions  with  the 
hosts.  Otherwise,  thank  pu  for  having  attended  and  for  your  partici¬ 
pation.  (Applause. ) 

(The  conference  was  adjourned  at  4:20  p.m. ) 


III.  COMPENDIUM: 

A  collection  of  papers  from  conference  delegates  and  the 
general  public 
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RE  :  THE  ADAMS  PROPOSAL 

The  Adams  Proposal  asserts  that  governments  cause  inflation  through 
the  expansion  of  the  money  supply,  but  that  our  government  is  helpless  to 
stop  increasing  the  money  supply.  This  is  because  rising  wages  cause  rising 
prices  which,  in  turn,  require  more  money.  To  date  the  only  alternatives 
have  seemed  to  be  more  money  ('meaning  more  inflation)  or,  lacking  that,  a 
rise  in  unemployment. 

The  premise  underlying  the  Adams  Proposal  is  that  the  entire  spectrum 
of  conventional  economic  thinking  is  not  up  to  the  task  of  resolving  this 
check-mate.  It  says  that  this  is  so  because  the  root  of  the  trouble  is  not 
economic  but  political. 

The  present  effort  of  the  government  is  to  try  to  fine-tune  a  slowing 
down  of  the  economv  without  causing  a  depression.  The  big  question  is 
whether  this  can  be  done.  Conventional  thinking  says  that  a  nation  restrains 
inflation  by  restraining  demand,  but,  if  the  problem  is  largely  costs,  then 
the  job  cannot  be  done  with  traditional  tools  of  a  fiscal  or  monetary  nature. 

The  Adams  Proposal  is  not  based  on  maverick  economic  thought.  It  pays 
full  homage  to  the  quantity  theory  of  money.  It  presents  a  politically  accept¬ 
able  way  of  eliminating  the  factor  that  is  forcing  the  incessant  increase  in 
the  supply  of  money.  It  proposes  to  accomplish  this  through  a  comprehensive 
program  implemented  with  legislative  provisions. 

It  is  saying,  implicitly,  that  the  present  wringer  technique  of  high 
interest  rates,  which  is  being  forced  on  the  country  at  any  cost,  is  futile, 
unnecessary,  and,  most  importantly,  ignores  our  most  desperate  need,  a 
way  to  increase  productivity. 

When  politics  as  stubborn  as  those  dictated  by  the  Employment  Act 
of  1946  produce  their  inevitable  result,  it  is  difficult  for  anyone  in  authority 
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to  point  the  finger  at  the  underlying  cause  of  this  inflation  --  wages.  The 
problem  posed  by  the  unpopularity  of  speaking  out  on  this  subject  is  com¬ 
pounded  because  no  one  has  been  able  to  see  a  way  out  of  political  wage 
determination. 

The  Adams  proposal  provides  a  way  out  and  would  accomplish  the 
following  : 

1.  It  would  make  the  Employment  Act  politically  irrelevant. 

?.  It  would  reintroduce  flexibility  into  the  pay  of  workers  and. 
thereby,  reestablish  a  tree  market,  since  all  factors  would 
again  be  flexible. 

3.  It  would  halt  the  rise  in  prices  and  thereby  give  the  government 
the  means  to  stop  expanding  the  money  supply. 

4.  It  would  raise  productivity  nation  wide,  thereby  raising  the  real 
value  of  everyone  s  income. 

How  would  it  d<~>  all  this  ?  Through  a  national  program  initiated  by 
legislation  containing  no  long  term  coercion,  but  which  has,  among  other 

features,  tax  concessions  adequate  to  convert  most  of  the  country  to  profit 
sharing. 

The  question  arises  at  once  :  is  the  objective  to  institute  profit  sharing 
for  its  value  to  our  free  market  system  or  to  stop  the  inflation  ?  The  answer 
is  both,  but  the  method  of  the  Adams  Proposal  has  one  single  minded  goal  : 
to  stop  the  expansion  of  the  money  supply. 

The  reason  that  this  solution  will  be  correct  whereas  the  present  course 
of  the  government  is  ineffective  lies  in  the  origin  of  this  inflation.  Let  us 
put  it  in  historical  perspective. 

The  widely  held  view  that  either  a  balanced  budget  or  high  interest 
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rates  or  both  will  slow  down  the  inflation  is  subject  to  the  following  : 

About  a  balanced  budget  :  social  welfare  programs,  since  their  inception 
in  the  1930’s,  have  had  a  dual  function.  In  addition  to  their  admittedly  hu¬ 
manitarian  origin,  they  became,  increasingly,  a  means,  a  device,  an  excuse, 
a  reason  to  inject  money  into  the  economy  for  the  Keynsian  purpose  of  in¬ 
flating  to  cure  unemployment.  The  welfare  programs  all  acquired  their  own 
voting  lobbies  as  time  passed,  but  they  were,  additionally,  a  means  to  the 
end  of  supporting  the  biggest  lobby  of  them  all,  the  wage  lobby.  Since  there 
had  to  be  a  method  of  inflating,  if  Keynes’s  ideas  were  to  be  carried  out, 
these  programs  provided  the  rationale  for  that  inflating. 

Keynes  s  belief  that  labor  would  accept  the  lower  real  wages  resulting 
from  inflation  has  proven  untrue.  Labor  demanded  the  bargaining  power,  not 
just  to  overcome  the  lower  real  wages,  but  to  raise  wages  above  market 
level.  When,  finally,  the  Employment  Act  of  1946  mandated  the  government 
to  maintain  full  employment  with  above  market  wages,  the  present  inflation 
became  only  a  matter  of  time. 

One  of  the  true  things  that  Keynes  said  was  "The  ideas  of  the  econo¬ 
mists  and  the  political  philosophers,  both  when  they  are  right  and  when  they 
are  wrong,  are  more  powerful  than  is  commonly  "nderstood.  Indeed  the 
world  is  ruled  by  little  else”. 

Were  we,  now,  to  adopt  the  Adams  Proposal,  it  would  result  in  a  po¬ 
litical  change  as  fundamental  as  rhnt  instituted  by  Keynesian  ideas.  It  would 
negate  our  need  to  inflate  via  social  welfare  programs.  We  could,  then,  limit 
the  creation  of  new  social  legislation  to  our  capacity  to  pay  for  it  and  bring 
the  budget  into  balance.  The  important  thing  is  that  the  balanced  budget  would 
be  largely  the  result,  not  the  cause  of  stopping  the  inflation.  We  could,  at 
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last,  begin  to  recover  from  the  disaster  that  Keynes’s  ideas  brought  upon 
us. 

But,  limiting  the  budget  to  slow  inflation,  with  no  action  to  stop  non¬ 
productive  wage  increases,  would  have  little  effect.  Even  a  budget  decrease, 
sufficient  to  bring  on  a  depression  and  cause  massive  unemployment,  would 
not,  by  itself,  affect  wage  rates.  The  political  power  of  labor  is  great,  and 
the  American  voter  wishes  it  to  remain  so. 

About  high  interest  rates  :  since  high  interest  rates  are  a  result  of 
inflation,  a  premium,  they  cannot  provide  a  cure  in  a  market  that  is  not 
free  because  it  does  not  have  a  flexible  labor  factor.  The  effect  is  like 
pushing  on  a  string.  We  can  shove  interest  rates  so  high,  or  retain  them 
so  long,  that  we  bring  on  a  liquidity  crisis.  We  could  even  contract  our 
fractional  reserve  banking  system,  and  cause  a  panic,  but  we  would  not  stop 
the  wage  inflation.  We  would  then  have  depression  and  inflation  simultaneous¬ 
ly,  and  the  public  would  demand  total  wage  and  price  control,  including 
control  of  interest,  profits  and  dividends.  We  would  have  accomplished 
the  end  of  our  free  market  system. 

About  our  international  monetary  problems  :  apart  from  the  aggravation 
the  oil  crisis  has  added,  it  was  foreseen  by  Keynes,  among  others,  that  the 
differing  rates  of  inflation  in  the  various  countries,  caused  by  their  differing 
internal  Apolitical)  wage  policies,  would  bring  international  exchange  problems. 
He  said  "  Thus  the  more  difficult  task  of  an  international  currency  scheme, 
which  will  only  be  fully  solved  with  the  aid  of  experience,  is  to  deal  with 
the  problem  of  members  getting  out  of  step  in  their  domestic  wage  and 
credit  policies”.  And  again  "each  national  price  level  is  primarily  determined 
by  the  relation  of  the  national  wage  level  to  the  national  efficiency".  Were 
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the  United  States  to  adopt  the  Adams  Proposal,  thus  keying  its  wage  level 
to  its  national  efficiency,  it  is  probable  that  most  other  industrialized  coun¬ 
tries  would  follow  and  adopt  similar  programs.  Then  our  international  mone¬ 
tary  problems  would  become  more  resolvable. 

It  is  a  puzzle  as  to  why  most  economists  are  so  hostile  to  the  idea 
of  profit  sharing,  although  they  acknowledge  that  it  does  not  controvert  mar- 
ket  theory.  The  answer  seems  to  lie  in  their  ignorance  of  what  is  going  on 
o',t  in  the  c°"n'ry.  Their  ivory  towers  have  not  been  penetrated  by  this  reality. 
They  do  not  know  that  approaching  twenty-five  percent  of  all  the  companies 
in  the  country  have  already  voluntarily  adopted  profit  sharing.  Another  expla¬ 
nation  is  that,  historically,  practice  has  preceded  theory  in  economics. 

Even  Keynes  said  "Of  course,  I  do  not  want  to  see  money  wages  forever 
soaring  upwards  to  a  level  to  which  real  wages  cannot  follow".  And  the  great 
free  market  theorist,  Hayek,  is  on  record  with  these  words  :  "The  only  solu¬ 
tion  of  this  problem  'inflation)  I  can  conceive  is  that  the  workers  be  persuaded 
to  accept  part  of  their  remuneration,  not  in  the  form  of  a  fixed  wage,  but  as 
a  participation  in  the  profits  of  the  enterprise  by  which  they  are  employed". 
Walter  Renther  said  "Profit  sharing  would  resolve  the  conflict  between  manage¬ 
ment  apprehensions  and  worker  expectations  on  the  basis  of  solid  economic 
facts  as  they  materialize  rather  than  on  the  basis  of  speculation  as  to  what 
the  future  might  hold...".  On  another  occasion  Renther  said  "1  commend  pro¬ 
fit  sharing  to  the  consideration  of  this  committee,  the  Congress,  and  the  pub- 

'iC  38  3  P°tentia"y  valuab,e  fea't're  of  a  sound  and  equitable  incomes  policy". 

There  is  no  conventional  economic  solution  to  the  present  inflation.  The 

only  way  out  is  to  move  our  labor  relations  from  an  era  of  confrontation  to 
an  era  of  cooperation. 
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A  Braving  Success? 


Mood  at  Chock  Full  O’Nuts  Perks  Up 
As  Rheingold  Unit  Exceeds  Expectation 


By  Mary  Bralove 

aft  Rt  porter  of  The  Wall  Street  Journal 
NEW  YORK  -  Although  William  Black 
lurches  occasionally  at  Manhattan's  posh  21 
Club  restauiant,  no  one  \.ould  describe  him 
as  being  the  last  of  the  big-time  spenders 
On  the  contrary,  the  6G-year-old  chair- 


thi3  month,  for  instance,  Mr.  BiacK 
tioned  in  a  memo  to  Frank  Connery,  who 
was  brought  in  from  P.  Ballanfine  &  Sons  to 
head  up  Rheingold  beer  operations  f:: 

Chock,  that  "we’re  now  approaching  the 

lean  season.  If  we  don't  watch  every  penny  ■ ,  -  rerdy  to  talk.  t:-.- r,  t  in. 

from  now  until  the  warm  weather  starts .  vrived.”  u 

again,  we'll  be  in  serious  trouble."  ;  _  MrTBfaTk  negotiated  terms  whcrchv 

Clearly  the  message,  to  ‘  watch  every  j  ,;r.;o~  agreed  to  cut' '  b^T~ti^~bFev/er^ 

by  a  th  -d  (spying  Chock  an  es- 


So_  Jast  January,  PepsiCo  announced 
Plan  '  to  c ] o i  •  Rh eingold's  F ropkiy  n  brewery 
— - -Ll  V  j-  b,  tv. very  epjplnypc  ^ 

-ik.  A  tout  this  time,  Mr.  B1  ack  recalls 
’  _:o‘.  a  call  from  my  lawyer'that  the  unions 


man  of  Chock  Full  O’Nuts  Corp.  prides  him¬ 
self  on  building  a  73-unit  lunch-counter  i  penny”  has  reached  almost  ever/one  in  th-  7. -  ;circQ~ 
chain  and  coffee  bu:  iness  by  watching  cor-j  "Heavenly  Coffee”  ranks.  For  instance.  Mi-  *  ~T~" SO 


porate  nickels  and  dimes  as  fiercely  as  he' 
guards  his  customers’  pocketbooks 


criael  Okola,  Chock’s  executive  vice  prer. 
dent,  says  the  Rheingold’s  profitability  can|  . 


million _ inc  ease  nrqductb  ity 


tend  P's  current  contract  for  ary  it  ler 

_ ,  _  _ ^ _ t  _  t  ‘errs.  In  return,  Mr.  Black  instituTod" 

S-o  it  surprised  many  observers  when  Mr.?  gleatiy  improved  by  cutting  expenses  or.  j  :  ?'  ■  unde?*  which  workers  receive  10?f  of 


Black  raced  to  the  rescue  last  March  and|  as  puts  it,  “eliminating  the  country-club!  ^.-7‘k ir  .7 ^ds  y»rofits. _ 

saved  this  city  s  Rheingold  brew^ery  from:  atmespnere  that  existed  at  Rheingold.”  VU'.ile  Mr.  Black  negotiated  separately 

oblivion  and  1,600  workers  from  unemploy--  okoIa  b  takes  m  cue  from  ^  °ie  u"ions  at  RhelngoW,  three  brewer- 

ment.  At  the  tune,  when  Chock  took  over.  Mr  whV  earlier  this  year  hired  J.l  Brooklyn.  East  Orange.  N.J.,  and  New, 

RhemgolU  brcwer.es  from  PepsiCo  mc^t-  Thompson  Co.  for  a  new  Rheingold'  3edford  Masa-  <"<thack  mostly  affee  ed| 

na.K.al  observers  predicted  that  the  Rhein-,  campaign..  Mr.  Black  felt  that!  wo^eri  •"  the  Brooklyn  and  New  Bedford 

gold  beer  operations,  which  lost  *1. .3  million,  he  was  bejng  ov€rcharged  for  the  agency-,.  facilities.  These  three  facilities  serve  he 
in  1872  and  .4.4  mil  ion  in  1..3,  could  v  ry:  services  and  savs  bet  fired  it  j  Walter ;  “'estate  region  of  Massachusetts,  Connect- 
well  drag  Chock  Full  down  With  ?/en  the  Mother  hand,  says  Mr.  BlaCk'  1U"  -^sey.  New  York  and  Pennsyl-' 

more  optimistic  otservers-mcludmg  Mr.j^,^  ,  A.!,,™  nrtvcriirinw  enAnahn,  for  a  i  vania. 

Moreover,  Rheingold's  profit  picture  is, 
roved  by  the  fact  that  Chock  doesn’t 


.  ..  .  .  ...  wanted  a  deluxe  advertismg  campaign  for  a 

Btack— figured  that  :t  would  be  years  before;  .  .  45  *  °  .  . 

_.  .  5  .,  .  .  .  .  JD.  .  bargain-basement  pnee  and  so  it  resigned 

ChocK  would  begin  to  stem  Rheingold  Sr  ^  r  n,  .  u,  .  VTl 

.  *  *  the  account.  In  any  case,  Rheingold  s  adver- 


:osses. 

Four  months  age,  for  instance,  things* 
looked  so  bleak  that.  Mr.  Black  announced; 
that  Rheingold’s  operations 
to  cause  Chock  to  report 
idated  net  income  or  possibly  a  net  loss  for?1 


|  tising  now  is  done  by  a  house  agency. 


have  to  subtract  depreciation  tor  ns  u... — 


Mr.  Black  also  keeps  a  close  eye  on  his  gold  operations  before  calculating  i'*  proxn-s 


right  I 


prices 


Rheingoh 


,  ,  .  ,  ,  /T7, _ ..  »  lunch-counter  franchises  wanted.  (He  lost.)  debt  but  also  received  S10  million  of  Rhein* 

’.t.-,  >ear  en  e  as  uy  •  1 .  ?  .  [  Earlier  this  year,  he  won  the  hearts  of  infla-  gold's  current  assets.  PepsiCo,  in  turn, 

en  e  u  J  »  ’  c  r  -  thnrp  !  tion-conscious  New  Yorkers  by  reinstituting  agreed  to  assume  Rheingold’s  $20  million 

income  of  $2.3  million,  or  57  certs  a  share,,, _ . . . _ ^ ^ 


on  sales  of  $51.7  million.) 


I  restaurants  that  the  company  owns. 
Nowadays  Mr.  Black  is  feeling  morei 
chipper  about  thing3,  although  Chock  Fulli  “  Union  Agreement 


fa  no-tipping  policy  at  the  40  lunch-counter  long-term  debt  ar.d  promised  to  pay  Chock 


hasn’t  yet  reported  for  the  most  recent  fis¬ 
cal  year.  In  an  interview  in  his  executive  of 
fice  above  a  Chock  Full  O’Nuts  unit  in  mid- 
Manhattan,  Mr.  Black  disclosed  that  for  the 
period  May  1974  through  August  1974,  Rhein¬ 
gold  breweries  reported  a  net  profit  of 
$213,594  on  sales  of  $36.5  million.  Wliile  this 


any  subsequent  difference  between  Rhein¬ 
gold’s  current  liabilities  and  current  assets. 
In  effect,  PepsiCo  unloaded  a  money-drain¬ 
ing  operation  to  Chock,  while  Chock  paid 
PepsiCo  nothing. 

Promoting  Low  Calories 

Aside  from  trimming  Rheingold  corpo¬ 
rate  fat,  Mr.  Black  has  other  plans  for  turn¬ 
ing  PepsiCo’s  white  elephant  into  a  profit- 


For  the  short-term,  Mr.  Black  attributes 
Rheingold’s  success  primarily  to  the  agree¬ 
ment  he  worked  out  with  the  brewery  unions 
before  he  agreed  to  take  over  Rheingold’s 
beer  operations.  When  PepsiCo  acquired 
Rheingold  Corp.  in  1972,  it  announced  its  in- 
_ _ , _ _  ,  tention  of  disposing  of  the  brewery  opera- 

period  is  traditionally  the  best  season  for  (lions  while  retaining  Rheingold’s  four  profit- liable  workhorse.  He  is  modernizing  .he 

able  Pepsi-Cola  soft-drink  franchises.  For|i  Brooklyn  brewery  and  expects  to  lave  n 
over  a  year,  PepsiCo  sought  a  buyer.  There!! push-button  brewing  operation  there  fin- 
“I  think  It’s  phenomenal  that  we’re  able || weren’t  any  takers,  however,  because  ofljished  by  November.  Recently,  the  company 
to  be  in  the  black  this  soon,”  says  Mr. j- high-paying  union  contracts.  ij arranged  to  sell  beer  in  Puc-:to  Rico  and 

Black,  who  now  feels  that  Chock  as  a  whole'll  Moreover,  most  companies  accept  the  i will  begin  distribution  there  nc/.t  month.  In 
will  show  a  profit  for  fiscal  1974'.  [opinion  of  most  security  analysts  that  small  1  addition.  Chock  is  gearing  its  advertising  of 

r  .-  »  *  t  Cautious  ?rcgional  brewers  can’t  survive  against  the  Rhcingold’3  low-calorie  Gablinger’s  beer  to 

c  v  a  ’  ’  .  ...  ,  (intense  competition  from  national  brewers,  the  women's  market— a  market  Mr.  Black 

In  *  ,?'?,  3  big  Three  brewers-Anheuser-Busch  believes  the  old  Rheingold  management 

evsr,  Mr.  E.iCk  diaii .  take  .nlo  acc  ui  t  ..e|Inc  Jos_  ScllUtz  Brewing  Co.  and  Pabst  never  fully  exploited. 

“  r-hrAAiTA-enif-nU1  \f.  ■  t  'of  Via-  ch '  Brewing  Co.— grabbed  most  of  the  indus-  Currently  Chock  plans  to  use  Rheingold's 
rer  Chock  management.  Mo-.t  of  Match.  .  _ _ _ 


firsi 

unde.  \,usjy  tv  try’s  growth  in  1973  and  currently  control  excess  capacity  of  two  million  b  .rrels  at  its 

was  spent  (Mnng .up  be«  pro ha,(  ^  us  beer  market.  thm.  breweries  by  producing  a  near  beer- 

icivei-y.  jc  -  P°  I  <  '  Drexel  Burnham  &  Co.,  a  New  York-  that  is  a  beverage  that  is  brewed  exactly 

’  «n»nt‘ ah  °i!!n(,a  unhand  serii-'mr  down  bas‘'d  international  investment-banking  like  beer  except  that  the  alcohol  is  cooxed 

^easr. s«*Lupt r  byk r,r  ronai  r 

eluded.  Rheingold's  operations  for  the  pe-:  “rs  share  of  markct  w.il  reach  over  the  market  is  a  Swiss-made  product.)  Al- 
riod  from  March  9  through  Aug.  31  swing  to  Combining  marxet  share  eras, on  and  though  Rnemgold  ,s  still  perfecting  the 

a  net  loss  of  $322,981.  on  sales  of  $46.3  mii-  cost  Pr™'*-  ?u!1  reasonable  to  product  It  now  w  cas  ing  about  fo-  a  name 

jion  I  expect  the  number  of  (smaller)  brewers  to  that  will  appeal  to  a  teen-age  market.  Sag- 

°Tn  any  event.  Chock  executives  view  *1e,  |inc  r  b>'  «®°."  Drexel  Burnham !  gested  names  Include  Dipso,  Snort  and 

these  results  with  relief  and  optimism.  But#sald  in  a  recent  report.  Lirsh. 

they  are  also  moving  cautiously.  Earlier  No  one  is  willing  to  predict,  however. 

whether  these  will  pull  Rheingold  ar.d  Chock 
Full  O’Nuts  onto  a  more  profitable  footing. 
Mr.  Elack  remembers  thinking  when  he 
first  entered  negotiations  with  PepsiCo  for 
Rheingold’s  beer  operations  that  "you  don't' 
get  thi.v  whole  business  for  nothing.  There] 
hos  got  be  a  catch.”  The  coffee  executive ! 
now  ic  beginning  to  understand  ana  deal' 
with  some  of  tiio.se  catches. 
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I  111  USh.vY.  SI- 

Fly, 'ii>"  Hiyji 
New  Pilot-Pay  Tact 
At  Delta  Air  Lines 
Has  the  Industry  Agog 

Ollier  Lines  Are  Horrified 
At  Prospect  of  Matching 
‘Superinflationary'  Raises 

For  Top  Captains:  $100,000 


By  T«/.o  E.  Fan  dull 

St u.7  liciiortir  nf  Tliv  \\  am.  Sykemt  J^vhsaj. 

When  It  come*  to  airline  pilot  salaries, 
many  a  trnveVr  would  take  this  portion: 
•'Those  guys  should  b-j  paid  anything  they 
want:  when  I  ra  flying  my  life  is  in  their; 
hi.-.d*  ana  I  want  them  perfectly  happy."  | 

Listening  to  executives  of  other  a  nines1 
in  recent  week',  one  would  assume  the*  p..M 
rer.gcrs  rubscribing  to  that  theory  aru1 
/ljing  on  Delta  Air  Lines  should  feel  con;-| 
pleisly  safe  these  days.  That’s  because, 
Delta  ar.d  the  Air  Line  Filots  Association, 
representing  liic  line’s  3,'JCO  pilots,  quietly j 
negotiated  earlier  this  summer  a  30-raonth' 
agreement  that  boosted  annual  pay  rites'. 
31%,  including  a  1  5%  jump  this  year.  De¬ 
tails  of  that  pact  have  come  to  lig.'.t  only  in' 
recent  weeks  and  haven’t  been"  published  I 
previously. 

"It  looks  to  us  now  like  Delta  gave  them 
all  the  money  they  wanted,"  declarer-  a  ton' 
e  xecutive  of  one  of  the  biggest  U.S.  airlines,  i 
"This  pact  has  created  traumatic  shock  I 
waves  throughout  the  industry,  ar.d  its  i.-.L.v! 
lianary  intact  probably  will  spread  far.: 
Delta  can  affortl  it.  but  it's  a  bio  oroblemi 
fer  all  :,;e  res:  of  us.  Every  union  in  the  in-: 
d  us  try  will  want  similar  Increases  and  we'll! 
--  whipped." 

The  agreement  not  only  puts  wages  of! 
Delta’s  pilots  w = 1 J  ahead  of  cockpit  crow 
members  at  other  airlines  but  also  is  be- J 
lievcd  to  provide  for  the  richest- salaries, 
ever  negotiate  cl  by  any  labor  union.  "Wei 
consider  it  as  h  iving  put  cur  senior  pilots  in 
the  over  $109,000  income  class,’’  an  ALFA; 
spokesman  says.  Tne  union  cb'alns  that  fig-! 
ure  by  ac-iit.g  the  ; 32.C iO  base  salary  the! 
typical  Delia  Placing  7 iT  captain  will  reach1 
under  the  agreement  ar.d  comr any-paid  i 
pension  and  ii. surar.ee  benefits  that  aveicre! 
?hout  23%  of  a  pilot’s  base  salary.  Delta ! 
currently  has  23  ,  lots  assigned  to  717  duty.! 
New  Unrest  Seen  j 

The  Delta  pact  has  become  a  hot  issue  :it 
reaily  every  cih.er  domestic  mnwi**.  "We! 
corridor  its  i-rms  to  be  superinTa*  Unary."  I 
says  a  sp  kis-r.au  for  I’.r  :d:i  r.-v. ! 
which  Is  f  -  ;:  :  or.  ir.iMu  •:*:  tr.ke  t- :  J.> *  • 
fiom  l'j  j.. interviews:  v  -h  ntrr-crv , : 
ofueJals  at  cte-r  rvrrii  ;  -  reveal  c  wl  r 
s  intimvnls.  .a  i\_w  cx*:c,'-.i  t y 
diet  it  will  1-,-  ’  to  a  new  pc  r>-J  of  '.ah  -  .  j 
re.- :  in  the  .  o-m in  industry,  . 
strltcs,  ac:-*l-‘.vt  jd  cost  problems  fc t  r:a?i-! 


‘TK.MilKK  l!i,  i:i7l 

«•  -  i.'irma  ai-u  Mill  stronger  prersurej  :or 
further  pu.scTt;.T-fure  hikes. 

It  has  dropped  Delta’s  [  .polarity  among; 
executives  a:  sifter  carriers  to  a  ni-w  1  w. 
and,  in  uome  cases,  stlrn  d  ice'rr  m  of 
anger.  "I  don't  hive  any  fronds  at  Delta," j 
one  top  indy  ry  executive  snap:,  when 
a-ked  If  ho  In-*  gotten  an  explanation  of  c»?r-i 
tain  terms  of  the  agreement  from  l>  !ti.l 
*’•'  "ne  of  us  ever,  are  suspicious  of  Delta  s 
motives, ”  says  anotn*-r.  hinting  that  execu¬ 
tives  of  the  finar.cl ally-strong  carrier  may 2 
bo  relishing  the  prospect  of  watching  Ks>| 
prosperous  airl.ru-s  wr.-stlc  with  the  prob-i 
lem  of  matching  its  pay  scales. 

Delta,  while  declining  to  discuss  details' 
of  the  agreement  "b  cause' it  has  become  a 
rather  sensitive  matter, ”  firmly  denies  all' 
the  charges.  "We  U'°  1  it's  a  g-vxl.  sound  con-j 
tract  for  Delta  and  we  do  not  feel  It's  infix-: 
tionary.”  asserts  David  C.  Garrett  Jr.,| 
Delta  president.  The  AI.PA  also  dofe.-.c  ;  the  J 
terms:  "We  den':  consider  the  pay  in¬ 
creases  at  all  excessive  under  the  circum¬ 
stances."  a  spokesman  says. 

Braniff  is  pruvid-.r.g  the  first  big  test  for 
the  uaitern-s-uiing  potential  of  the  Delta 
agreement.  The  complex  procedures  of  the 
Da.iway  Lat-or  Act  that  govern  airline  nego¬ 
tiations  have  been  exhausted  and  the  air-i 
line’s  1.300  pilots  will  be  legally  free  to 
strike  this  Saturday.  Braniff  officially  says| 
it  has  made  its  r-iiuls  'on  excellent  offer" | 
and  "it's  inconceivable  to  us  that  they  would i 
strike." 

But  many  industry  sources  think  a  strike: 
Is  likely  because  Brand?  has  taken  a  hard 
line  against  ALP  A  demands  that  it  match  I 
the  Delta  pay  scales.  "They’re  far  npait.  j 
and  somebody’s  going  to  have  to  bend  a ' 
lot,"  claims  one  source. 

A  $42,000  Ease  j 

The  Delta  agreement  was  retroactive  to | 
last  Jan.  31  and  extends  to  July  31,  1376.  It; 
contained  pay  increases  effective  as  of  Jin.i 
31  i'5.5'c)  and  May  l  (9,5%)  this  year,  next 
Jan.  1  (10.2%)  ar.d  Feb.  1.  1970  (3.4%).  Ac-, 
cording  to  the  ALI’A,  the  two  boosts  this 
year  have  raised  the  current  base  pay  of 
I*?“i  pilots  — fnc  Hiding  copilots— to  an  .aver¬ 
age  of  close  to  312,009  and  the  figure  will  ap¬ 
pro  ic  h  an  estimated  54S.OOO  before  the 
agreement  runs  cal.  (A  Delta  official  calls 
these  estimates  "too  high."  but  the  carrier, 
like  most  airlines,  declines  to  give  its  cv.t 
figures  on  the  ground  that  pilot  pay  compu¬ 
tations  are  so  complex  it  would  be  very  dif 
ficijt  to  calculate  an  "average"  figure.) 

By  comparison,  the  ALP  A  says  tiie  aver 
age  annual  salary  of  ail  pilots  it  represent* 
at  36  airlines  is  now  $35,000.  Braniff  v.-hicl: 
is  being  pressed  io  match  the  Delta  scales, 
says  .t  has  been  paying  its  pilots  about 
530. COO  on  average. 

For  veteran  Delta  pilots,  the  basic  pay 
scale  jumps  arc  even  more  impressive:  Its 
7»7  caotains.  for  example,  now  average  over 
571,000,  up  frora  under  $62,000  last  year. 
Their  salaries  w  ill  jump  to  nearly  S73.CD3  in 
Jaruary.  and  by  early  197C  will  be  close  to 
520  00)  ahead  cf  their  pay  rates  at  the  slirt 
of  this  year.  Captains  of  Della's  next  largest 
planes— widc-bodicci  Lockheed  Lions  .ar.d 
McDo.mell  Lx-i.-’.' s  DCiOs— are  now  getting 
base  pay  of  SCO. 7 30  .and  will  reach  >  9,700 
wh-le  captains  of  the  smallest  plane  jr.  its 
fl>'t  t.  the  twin-engined  McDonnell  D.-tuiis 
DCj.  are  now  at  S17.9C0  and  w.ll  read 
500.  First  and  second  officers  (known,  at 
I  lrasc  Turn  to  Pngc  2S,  CoUimn  1 
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Conth:u*’'l  From  First  Page 
some  airline*  as  copilots  ond  flight  erg:, 
ncers)  make  less,  of  course. 

For  Its  part.  Delta  s:i>s  it  obtained  r*  r 
tain  manning  and  duty  rigs"  chan-cs  v  .  : 
wdl  Increase  its  pilot  productivity  and  off.-  • 
tne  apparent  Mgri  co»»  of  the  pilot  ai;r*.  - 
ment.  (Duty  ri?a  are  the  complicated  r- 
;  l-itions  uncic-r  whicdi  pilots  re«  vivc  pav  a ::c 
flight-time  credits  toward  their  i r.or.:;*:v 
maximum  hours  of  work  for  the  time 
on  duty  when  they’re  not  actually  flv.ag 
plane  »  After  calculating  such  offsets,  .ar  i 
t-aking  into  account  the  staggered  appii  •  ?- 
tion  of  the  pay  Increases  the  agreement  v.~  -’ 
j  .ncrease  the  airhne  s  total  pile:  costs  tv 
1  10%  this  year,  9%  next  year  and  3%  in  th \ 

.  f-^t  seven  montbis  of  ;?Tb.  says  Robert  Ov- 
penlander.  Delta's  sen  cr  vice  president  tenr 
\  finance. 

But  other  airline  exccutixes  claim  (Lev 
have  carefully  analyzed  the  Delta  a-:'*.- - 
rnent  and.  In  the  words  of  one.  "we  <• 
can’t  find  any  of  these  alleged  offsets.'’ 
others  concede  that  there  may  be  produriv- 

Sains  hidden  within  the  contract  that  v  :  ; 
help  Delta  but  that  the  changes  invelx-  ’ 
wouldn't  be  of  any  material  value  to  t.‘ 

■y.vn  systems.  A  Delta  source  says  this  o 
fusion  isn’t  surprisin’  because  it's  im :  .;r 
b.c  for  one  airline  to  figure  how  anot.acr  ■; 
contract  would  work  sir.ee  every  carrier  c  .s 
,ils  OXVT*  unique  crew  scheduling  require¬ 
ments.  Also,  he  says,  others  may  be  ov^r 
looking  a  reduction  cf  about  150  pilots  V.r  \ 
Delta  expects  to  achieve  through  the  r.a- . 
agreement  in  its  manning  requirements 
Whether  or  rot  Delta  derived  significar.- 
productivity  benefits,  there’s  f:..l  egr  erv.  v 
that  Delta's  duty  rigs  already  were  more  fa¬ 
vorable  to  the  company  than  those  in  c:.:e: 
airline  contracts.  Delta  gets  about  50  n..f: 
flying  hours  per  month  from  its  pilots,  the 
highest  among  the  major  airlines  and  s[  - mf- 
icuhtly  above  tiie  43  hours,  ior  exa.o.rh', 
that  United  Airlines,  Die  largest  U.S.  c.;v 
rier,  is  averaging. 

Further,  there's  little  question  that  Tv '  a 
is  in  better  po‘;.:t->**  to  afford  ’he  sc.::  -- 
than  any  other  carrier.  It  earned  %o  0  mil¬ 
lion  in  the  fiscal  year  ended  June  29.  an  air- 

only  sixth  in  size  among  the  L'.S.  varr.-.-rs. 

As  measured  by  the  Civil  Aeror.au ‘.c* 
Bccard,  Delta’s  rate  of  return  on  investir.cn: 
for  the  year  was  77.3r’,  easily  the  bos:  in 
the  industry  ar.d  well  above  the  7.1*;>  pver- 
age  for  all  ii  major  U.S.  air.xcs.  Do  : 
profitability  aLo  is  far  above  the  12%  r 
cf  return  the  CAB  has  sct  as  the  nwxinv.n: 
target  for  average  industry  profits. 

“With  those  kind  c(  profits.  Delta  etisi’.v 
can  afford  those  salaries  but  vie  si;..-  ■. 
can’t,''  says  the  personnel  vice  president  e: 
a  major  airline.  T  we  co'aid  approach 
Delta  in  getting  rid  of  some  cf  the  'm  Am 
work’  duty  rigs  we’re  stuck  vita,  may: '  v.e 
could  affoid  similar  p  iv  scales.  Ur.fr:  'u- 
n.-.t.ly,  oui  pilots  .ha  *e  had  their  ex:  _  . 
t'ons  raised  by  tiie  DMta  pay  but  von’t  • 
fen  to  any  counfeiproposals  to  match  Del*  i's 
productivity  rules,”  1  e  claims. 

M.^r.y  airlir.c  offivuls  cxr/ress  core  err. 
—at  Delta's  contract  wdi  cause  there,  pro'o- 
lems  rot  only  vi'J:  their  own  pilots,  b;.:  ’  .  . 

•  r  employe  gro«ip=,  :<».  :\,o  ve  al.-.  .- 
.  ..  "vo<>  a  ?v».;ey  o  r'ot  treating  oilier  c 
plojvs  like  second  e!  ui  cR.rev.s  and  r.  .* 
given  them  icl.'V.w'iy  cu:  .rai  ls  'cafci-.  u*-' 
wage  incrca  es  in  ii:.-  v.vxe  of  { 
breaking  agreements  with  the  fight  tie- 
says  one  executive.  "I  don't  t.n::k  we'd  c  • 
position  to  continue  tl.  po.  cy  now  i  i. 
have  to  pay  cur  pil  iU-  .it  tne  Delta  rau- 
Olher  tests  of  tiie  Delta  pay  scales ill 
be  coming  up  si*on  after  the  Brar.f:  r.; 

New  contract  negotiations  involvw  r  12  -  •• 
pi'obs  arc  urd-.r  way  or  cue  to  b  r.:\ 

Rt  United,  National  A  ri  nes.  N  rfha-.- 
lines  ond  Eastern  Airlines.  T.'.e  D«*h  t  p  .v: 
is  expected  to  U*  the  big  rtsue  in  aU  r t;.v  •' 
talks. 

Subsequent  to  the  Delta  •*nret-r.  ■ 
which  was  reached  v,  *.h.»rt  any  sir.  u 
Jir.e  pressure  (a  r.xt  vnu-aiu  sifuita:.  a. 
airline  labor  talks'.,  r.-vci  i'v  V'  have  1  •- 
concluded  nt  i'.va  /'.n.riic.xn  V..  i!d  Aii  •  •> 

and  Trans  World  Aui.ne-  w  ill  :r.e  %l‘\ 
agreeing  to  p  y  increase*  :  r- 
those  It  obf l  ined  at  Peiti.  IV  *  i:.'iu-*r> 
sources  ray  the  D*  !ta  contract  v. a  t  .v 
major  problem  In  tho  •  c.is .  r> «;;’>•  b. 
cause  of  the  .vii.ky  (in. situ  :. 
those  two  Iricir.-Mionai  l-.i'es  nr.  l  p  .r .  /  b 
cauie  d-ti-.il:;  «*;  the  l  t*U.i  e  i. 
v  ei  on’l  yet  widely  ko*  w  i.  *u  i..e  • 
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If  socialism  is  intellectually  dead, 
as  loss  of  interest  in  its  major 
tenets  implies,  then  it  remains  to  play 
out  the  political  consequences.  The  cur¬ 
rent  inflation  is  the  price  of  the  result¬ 
ing  power  struggle. 

We  are  so  close  to  the  problem  his¬ 
torically  that  we  do  not  yet  see  that 
the  battle  for  the  free  market  is  won. 
Labor  is  already  weaned  from  socialist 
to  capitalist  concepts  in  all  but  name, 
and  the  power  struggle  referred  to 
above  is  over  the  division  of  profits. 

Our  present  inflation  is  the  end  result 
of  wage  costs  having  been  pushed  above 
market  level  by  sophisticated  labor  or¬ 
ganizations  which  have  the  political 
power  to  accomplish  it.  But  wage  in¬ 
creases  above  market  level  (which  is 
productivity  level)  result  only  in  higher 
prices  (or  unemployment),  giving  gov¬ 
ernment  no  choice  but  to  turn  the 
money  crank  sufficiently  to  cover  the 
price  rises.  The  expansion  of  the  money 
supply  causes  the  inflation  which  is  now 
proceeding  at  an  ever  accelerating  rate. 

Although  the  quantity  of  money  de¬ 
termines  both  the  fact  of  and  the  ex¬ 
tent  of  an  inflation,  turning  off  the 
money  supply  suddenly  will  not  stop  an 
inflation  without  severe  unemployment, 
unless  the  prices  of  all  factors  in  the 
market  are  flexible — which  is  no  longer 
true  since  labor  has  the  power  to  push 
wages  ever  upward. 

Nor  can  we  as  a  matter  of  practical 
politics  repeal  the  legislation  which  gives 
labor  this  power. 

Nor  will  coercive  wage  and  price 
controls  stop  the  inflation. 

Nor  will  voluntary  price  control  work 
unless  labor  unions  willingly  control 
wages,  which  they  will  not  do  unless 
assured  of  receiving  a  satisfactory  quid 
pro  quo — which  is  the  burden  of  this 
paper. 

Nor  could  the  government  risk  the 
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reintroduction  of  a  gold  standard  do¬ 
mestically,  for  this  would  provide  in¬ 
dividuals  with  a  method  of  protection 
against  inflation.  If  people  could  seek 
refuge  in  gold,  it  would  effectively 
thwart  the  government's  need  to  inflate 
for  both  political  and  statutory  reasons. 

The  destruction  of  any  nation’s 
money  through  inflation  has  always 
been  a  device  for  the  transfer  of  power 
from  one  group  to  another.  Today  the 
power  struggle  is  seen  as  a  struggle 
over  the  division  of  profits,  and  we  can 
stop  the  inflation  only  by  getting  to  the 
root  of  the  problem. 

To  date  free  market  theory  has  said 
that  labor,  land,  and  capital  belong  on 
one  side,  that  all  three  are  market  fac¬ 
tors  which  should  depend  on  supply 
and  demand  only.  On  the  other  side, 
we  have  said,  belong  the  entrepreneurs 
who  are  not  limited  by  the  forces  of 
supply  and  demand,  but  may  use  their 
brains,  will,  and  energy  to  control  or 
increase  their  incomes. 

By  locating  labor  on  the  supply  and 
demand  side,  we  have  made  two  errors. 
We  have  limited  increases  in  produc¬ 
tivity  to  the  contribution  that  can  be 
made  by  the  better  tools  provided  by 
capital.  Second,  by  limiting  labor’s  re¬ 
ward  to  both  the  size  and  timing  pro¬ 
vided  by  the  impersonal  forces  of  the 
market,  we  have  made  it  the  helpless 
pawn  of  forces  beyond  the  power  of  its 
individual  members  to  influence.  We 
have  dehumanized  those  involved. 

With  wages  determined  by  supply 
and  demand  only,  the  worker’s  in¬ 
stincts  are  denied  and  his  dignity  as  a 
man  is  offended.  Bonding  with  others  in 
powerful  unions  to  achieve  bargaining 
power  has  helped  assuage  his  feeling  of 
helplessness.  Socialism,  with  the  power 
of  the  state  organized  to  enforce  labor’s 
demands,  became  a  most  appealing  lure. 
All  the  damaging  results  of  government 
intervention  in  the  business  of  pro¬ 
duction  were  unknown  to  him.  He 
reached  blindly  for  what  promised  to 
be  a  solution  to  the  problem  of  his  re¬ 
stricted  participation  as  an  individual. 
As  a  result,  our  economy  lost  produc¬ 


tion,  not  only  through  government  in¬ 
terference,  but  because  the  immense 
creativity  of  its  workers  was  untapped. 

Thus  labor  and  capital  seem  to  be  at 
an  impasse: 

1.  Labor  insists  that  the  root  of  the 
problem  is  the  need  for  a  better  dis¬ 
tribution  of  the  wealth  produced. 

2.  Capital  insists  that  the  on-going 
problem  always  has  been  and  always 
will  be  how  to  achieve  more  wealth. 

We  are  now  in  a  position  to  see,  if 
we  will,  that  both  labor  and  capital  are 
both  right  and  wrong.  Labor  is  right  to 
wish  a  better  place  at  the  table,  but 
wrong  not  to  see  that  government  con¬ 
trols  merely  impede  production,  so  that 
we  end  up  with  a  smaller  pie  to  divide. 
Capital  is  right  to  wish  to  increase  pro¬ 
duction,  so  that  there  will  be  a  con¬ 
tinuously  bigger  pie  to  divide,  but 
wrong  not  to  see  that  labor  cannot  be 
made  a  beggar  at  the  table  where  the 
pie  is  divided. 

The  Right  and  Wrong 
on  Both  Sides 

The  solution  outlined  here  brings  to¬ 
gether  the  right  on  both  sides  and  elimi¬ 
nates  the  wrong  on  both  sides.  This 
proposal  of  a  method  to  stop  the  in¬ 
flation  may  be  revolutionary  in  scope 
and  in  method  of  introduction,  but  it  is 
not  revolutionary  in  principle.  The 
change  might  have  come  about,  his¬ 
torically,  a  step  at  a  time,  if  we  had  had 
more  foresight.  Now  the  inflation  is 
such  a  severe  threat  to  social  order 
that  we  shall  have  to  make  the  change 
all  at  once,  on  a  national  scale,  if  it  is 
to  serve  the  purpose  of  stopping  the  in¬ 
flation.  Here  is  the  proposal  in  steps: 

1.  Wage  increases  need  to  be  brought 
within  productivity  increases. 

2.  This  is  politically  acceptable  to 
labor  only  if  productivity  increases  are 
sufficient  to  bring  steadily  increasing 
real  wages  (calculated  in  terms  of  what 
wages  buy). 

3.  Productivity  can  be  increased  only 
by  getting  the  full  cooperation  of  labor. 

4.  Labor  will  cooperate  fully  only 
when  it  is  given  adequate  incentive  to 
do  so. 

5.  Adequate  incentive  is  the  same  for 
labor  as  it  is  for  management  or  entre¬ 
preneurs.  It  consists  of  a  cause  and 
effect  relationship  between  creative  ef¬ 
fort  and  reward.  There  is  no  other  way 
to  release  the  creative  effort  of  human 
beings. 
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6.  Putting  this  principle  to  work  in 
practical  terms  means  profit  sharing 
with  the  entire  spectrum  of  workers 
included.  This  would  release  the  pent- 
up  energy  and  ingenuity  of  all  echelons 
of  people  and  rid  them  of  their  hostility 
toward  management. 

But,  and  this  is  of  critical  importance, 
profit  sharing  instituted  on  a  company- 
by-company,  step-at-a-time  basis  would 
not  suffice  to  stop  the  inflation,  because 
it  could  not  affect  the  economy  of  the 
whole  country.  However,  if  instituted  as 
a  national  policy,  all  at  once,  across  the 
entire  industrial  and  business  communi¬ 
ty,  it  would  stop  the  inflation — not  just 
slow  its  upward  spiral,  but  stop  it  dead. 

Why  would  this  simultaneous  action 
stop  the  inflation?  Because,  with  wages 
held  within  productivity  levels,  there 
would  be  no  rationale  for  generally  in¬ 
creasing  prices,  and  therefore  no 
necessity  for  the  government  to  expand 
the  money  supply  to  cover  the  price 
rises.  And  it  is  the  government’s  ex¬ 
pansion  of  the  money  supply,  and  this 
alone,  which  causes  inflation. 

Of  equally  critical  importance  is  that 
profit  sharing  not  be  imposed  as  a 
mandatory,  across  the  board  percentage 
of  profit,  determined  at  the  government 
level  or  even  at  an  industry  level.  Since 
an  increase  in  productivity  is  the  goal, 
it  is  essential  that  the  incentive  of  profit 
sharing  be  geared  to  the  increase  in 
profits  of  the  single  company  and  ap¬ 
propriate  to  the  circumstances  of  the 
business  involved. 

How  about  the  issue  of  unemploy¬ 
ment,  which  is  almost  as  compelling  as 
the  inflation?  Both  problems  have  the 
same  root.  Although  it  is  out  of  fashion 
to  mention  it,  one  of  the  most  depend¬ 
able  phenomena  of  a  free  market  is  the 
unemployment  of  those  whose  wages 
have,  by  one  means  or  another,  risen 
too  high  for  the  service  performed. 
Since  we  can  depend  on  the  market  to 
perform  reliably  in  regard  to  unem¬ 
ployment  and  its  relationship  to  wages, 
we  can  expect  that,  when  all  labor  is 
paid  within  the  limits  of  its  produc¬ 
tivity,  employment  of  all  those  wishing 
and  able  to  work  will  soon  become  a 
reality. 

When  the  great  market  crash  of  1929 
precipitated  the  great  Depression,  we 
were  told  that  capitalism  had  failed, 
that  the  market  system  generated 
booms  and  busts  which  would  destroy 
us  all  if  we  did  not  institute  govern¬ 
ment  controls.  This  advice  we  have  fol¬ 
lowed  with  the  inevitable  result  that, 


because  man  resents  controls  and  seeks 
loopholes,  one  government  control  ne¬ 
cessitates  another  and  we  are  now 
threatened  with  total  wage  and  price 
control 

Did  Capitalism  Fail? 

But  did  capitalism  fail?  Does  the 
market  system  generate  booms  and 
busts?  No,  it  was  the  government's  ex¬ 
pansion  and  its  subsequent  contraction 
of  the  money  supply  that  caused  the 
trouble  in  the  great  crash.  And  the 
prescription  urged  on  us  was  more  of 
the  same  medicine  that  had  poisoned  us. 

However  ill  advised  the  cure,  we 
need  to  understand  that  labor  did  have 
a  just  cause  which  provoked  the  mas¬ 
sive  political  involvement  in  the  de¬ 
termination  of  wages.  It  is  a  bitter 
lesson,  learning  that  inflation  is  not  the 
way  for  the  workingman  to  identify 
with  capitalism. 

Capitalism  is  the  only  new  economic 
system.  It  is  barely  an  infant  as  history 
goes  and  our  modern  market  system  is 
still  evolving.  To  date,  it  has  been  only 
a  partial  system  in  the  sense  that  its 
entrepreneurial  aspects,  which  operate 
on  incentive  motivation,  have  involved 
only  a  minority  of  the  populace.  The 
very  large  majority  are  still  hirelings 
who  see  our  system  as  little  different 
from  any  other  economic  system.  It  is 
no  wonder  that  there  has  been  little 
popular  appeal  in  capitalism  as  an  idea. 

We  have  been  denying  ourselves  full 
use  of  the  one  most  valuable  charac¬ 
teristic  of  our  system,  incentive  as  the 
key  to  productivity.  Every  human  being 
needs  partnership  in  the  enterprise  to 
which  he  chooses  to  devote  his  energies, 
once  he  has  been  accepted  as  a  member 
of  that  enterprise. 

In  order  to  facilitate  the  transition  of 
the  market  into  an  all-inclusive  system, 
we  need  a  method  of  removing  wages 
from  politics  that  will  make  the  labor 
legislation  irrelevant,  and  this  proposal 
(with  its  specifics)  is  designed  to  ac¬ 
complish  that  end  by  substituting  an 
effective  and  lasting  solution  for  the 
impasse  created  by  that  legislation. 

Profit  sharing  is  not  new  in  America; 
over  one  hundred  thousand  companies 
have  profit-sharing  plans.  A  recent 
study  by  the  Profit  Sharing  Research 
Foundation  of  a  number  of  our  largest 
retail  chains  showed  superior  perform¬ 
ance  in  every  respect  of  the  profit- 
sharing  companies  over  the  non-profit- 
sharing  companies  in  the  years  1952  to 


1969.  Especially  encouraging  was  that 
the  longer  the  plans  had  been  in  opera¬ 
tion,  the  wider  the  margin  between  the 
success  of  the  profit-sharing  companies 
over  the  non-profit-sharing  companies. 
This  means  employee  security  in  the  job 
as  well  as  employee  and  stockholder 
profits. 

At  high  union  levels  there  is  an  acute 
awareness  that  further  straight  wage 
rises  are  becoming  increasingly  self- 
defeating.  There  is  growing  realization 
that  the  strike  weapon  can  permanently 
destroy  jobs,  and  that  the  future  of  the 
unions  lies  in  becoming  constructive 
agents  as  far  as  profits  are  concerned. 
Further,  there  is  impressive  evidence 
that  unions  can  contribute  to  helping 
their  members  become  more  productive. 

If  instituted  simultaneously  over  the 
country  at  large  in  order  to  stop  the 
inflation,  basic  wages  (before  profit 
sharing)  would  need  to  start  at  the 
present  levels,  so  that  no  economic  con¬ 
traction  would  occur.  But  all  future 
increases  in  pay  (at  least  until  the  infla¬ 
tion  was  only  a  memory)  would  need 
to  be  based  solely  and  directly  on  (and 
be  proportionate  to)  increases  in  pro¬ 
ductivity  and  its  resulting  increase  in 
profits.  As  long  as  the  purpose  remains 
killing  inflation,  profit  sharing  would 
not  mean  sharing  ownership  or  deferred 
plans  (although  the  option  to  purchase 
shares  at  a  discount  should  always  re¬ 
main  open  to  employees),  but,  specifi¬ 
cally,  the  sharing  of  current  net  profit. 
This  would  focus  the  problem  on  in¬ 
creasing  productivity  (and  profits)  for 
everyone  from  top  to  bottom. 

It  would  probably  take  a  year  (con¬ 
ceivably  quite  a  bit  longer)  before  the 
general  increase  in  productivity  over  the 
country  began  to  push  prices  down¬ 
ward.  But  a  halt  in  the  general  rise  in 
prices  would  start  the  day  the  program 
was  instituted. 

Stockholders  could  take  heart  that 
this  would  be  good  news  for  them.  The 
shared  profits  would  come  out  of  in¬ 
creased  profits,  which  would  also  mean 
increased  dividends.  Profit  sharing  is  not 
a  cost  of  operation  and  does  not  enter 
into  company  overhead  and  pricing.  It 
can  be  calculated  to  take  effect  only 
after  an  adequate  rate  of  return  has 
been  supplied  to  the  stockholder. 

Once  inflation  is  ended,  profit  sharing 
can  be  converted  from  just  the  sharing, 
in  cash,  of  current  net  profit  into  de¬ 
ferred  plans  or  combination  cash  and 
deferred  benefits.  It  can  become  par¬ 
ticipation  in  company  ownership,  sav- 
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ings,  a  retirement  plan,  termination  pay, 
a  loan  in  distress,  or  a  down  payment  on 
a  home.  All  of  these  options  are  now 
working  with  success. 

Profit  sharing  would  provide  the 
grand  alternative  to  Karl  Marx,  who 
wanted  to  destroy  private  ownership 
and  deny  man’s  need  to  own  things. 
Capitalism  should  provide  the  reverse: 
individual  ownership  for  everyone,  paid 
for  out  of  his  own  productivity  and  in 
proportion  to  it. 

What  if  some  companies  didn’t  pro¬ 
duce  enough  profits?  Then  the  capital 
invested  is  obviously  in  the  wrong  enter¬ 
prise  or  a  new  management  is  needed. 
A  consistent  lack  of  profits  is  the  free 
market’s  method,  even  now,  of  signal¬ 
ing  a  need  to  shift  the  capital  to  more 
profitable  uses.  When  an  enterprise  be¬ 


comes  outdated  there  is  no  choice  but 
to  scrap  it.  This  never  happens  to  a 
large  number  at  one  time. 

How  about  federal,  state,  and  munici¬ 
pal  employees?  The  free  market  will 
transfer  the  pay  level  of  private  indus¬ 
try  to  these  workers.  For  instance,  if 
workers  begin  leaving  government  be¬ 
cause  they  can  earn  more  in  private 
business,  the  governments  at  various 
levels  will  have  to  raise  pay  (current  or 
deferred)  to  hold  personnel.  The  same 
economic  laws  will  determine  the  wages 
of  all  other  workers  where  the  em¬ 
ployer  has  no  profit. 

How  could  such  a  far-reaching 
change  as  universal  profit  sharing,  really 


revolutionary  in  scope,  be  instituted? 
The  question  of  overriding  importance, 
of  course,  is  whether  it  could  be 
initiated  without  government  force. 
Government  force  to  accomplish  any 
end  is  anathema  to  those  who  see  man 
as  a  creature  of  self-chosen  purpose. 
This  view  translates  into  the  principle 
that  moral  suasion  is  the  only  justifiable 
goad  to  action. 

With  the  low  estate  to  which  confi¬ 
dence  in  government’s  ability  to  solve 
people’s  problems  has  sunk,  the  initia¬ 
tive  is  naturally  beginning  to  pass  into 
the  hands  of  organizations  that  depend 
on  voluntary  cooperation  for  their  effec¬ 
tiveness.  Government  coercion  is  be¬ 
coming  suspect  at  long  last.  If  this  is 
so,  it  is  to  be  hoped  that  conversion 
from  straight  wages  to  a  wage  base  plus 
profits  could  be  accomplished  by  nego¬ 
tiation  between  unions  and  employers, 
and  between  employees  and  employers, 
as  far  as  specifics  are  concerned,  with 
a  target  date  for  the  inauguration  of 
the  program  set  far  enough  in  advance 
to  accommodate  the  negotiations. 

In  presenting  the  program  to  the 
country,  one  of  our  greatest  assets 
might  turn  out  to  be  our  labor  leaders. 

If  they  were  invited  to  share  a  series 
of  television  programs  with  the  Presi¬ 
dent  and  with  the  leaders  of  both 
parties  in  Congress,  their  influence  with 
the  members  of  their  unions  might  be 
the  deciding  factor  in  a  successful 
launching.  Some  of  the  corporate  chair¬ 
men  with  practical  experience  in  pilot¬ 
ing  their  own  organizations  to  success 
with  profit  sharing  should  also  be  in¬ 
cluded  in  the  programs.  Their  enthu¬ 
siasm  for  what  profit  sharing  accom¬ 
plishes  in  employee  satisfaction  and  its 
resulting  increase  in  productivity  is 
inspirational. 

An  educational  approach  might 
prove  to  be  persuasive.  Workers  need 
to  understand  the  other  ways  in  which 
profits  should  be  divided  with  stock¬ 
holders  and  with  customers  in  the  form 
of  better  prices.  We  all  need  to  know 
about  the  capital  that  companies  must 
retain  for  renewal  and  growth. 

Interim  Devices 

What  kind  of  short  term  devices  and 
tax  credits  would  it  be  justifiable  to  use? 

1 .  The  granting  of  a  tax  credit  to  all 
kinds  of  business  for  conversion  to 
profit  sharing.  This  should  be  as  large 
a  credit  as  is  necessary  to  be  effective, 
and  it  should  be  continued  for  as  long 


as  is  necessary  to  accomplish  its  pur¬ 
pose.  This  would  need  to  be  integrated 
with  existing  legislation  that  exempts  in¬ 
come  paid  to  workers  as  shared  profit. 

2.  A  wage  freeze  for  one  year  or  for 
the  period  of  time  necessary  to  facilitate 
conversion.  The  freeze  would  be  on 
wages  only,  not  on  pay  increases  de¬ 
rived  from  increased  profits.  Since  the 
workers  would  be  sharing  any  profits 
due  to  any  price  rises,  the  control  of 
wages  only  (until  conversion  had  been 
accomplished  and  inflation  had  ceased) 
would  not  be  a  one-sided  penalty  on 
workers.  Another  advantage  would  be 
that  the  price  mechanism  of  the  market 
could  function,  as  it  always  does  when 
free,  to  increase  production  in  those 
areas  in  which  prices  were  rising,  there¬ 
by  holding  down  prices  in  the  only  way 
which  is  effective. 

3.  Government  workers,  and  other 
employees  where  profit  sharing  would 
be  an  unworkable  procedure  or  where 
either  the  company  or  the  employees 
did  not  opt  for  profit  sharing,  would  be 
compensated  (during  the  wage  freeze) 
as  follows:  They  would  participate  in 
the  national  increase  in  productivity  by 
basing  their  increases  in  pay  on  a  na¬ 
tional  average  percentage  increase  in 
income  due  to  profit  sharing,  calculated 
at  the  end  of  the  year  and  applied  retro¬ 
actively.  For  those  on  private  payrolls, 
this  procedure  would  last  only  until  the 
conversion  was  accomplished.  As  far 
as  government  employees  are  con¬ 
cerned,  the  procedure  would  serve  addi¬ 
tionally  as  a  trial  model  to  key  the 
largely  nonproductive  public  sector  to 
the  productivity  of  the  private  sector. 

4.  Possible  abolition  of  the  invest¬ 
ment  tax  credit  to  corporations  for  two 
reasons.  First,  as  a  method  of  retriev¬ 
ing  revenue  to  assist  in  enabling  the  tax 
credit  for  conversion  to  profit  sharing 
to  be  large  enough  to  be  effective  with¬ 
out  affecting  the  level  of  government 
revenue  during  such  an  historic  transi¬ 
tion.  Second,  because  the  tax  invest¬ 
ment  credit  fosters  excess  investment  in 
the  final  stages  of  an  inflationary  boom. 

5.  If  it  could  be  worked  out  equit¬ 
ably,  a  special  premium  in  the  form  of 
no  income  taxes  on  an  individual’s  in¬ 
creases  due  to  profit  sharing.  This 
would  compound  the  incentive  on  this 
money.  It  might  prove  a  most  interest¬ 
ing  feature  to  labor. 

It  is  a  sure  thing  that  inflation  as  a 
method  of  increasing  wages  has  failed, 
and  that  the  incentive  method  should 
prove  more  rewarding  for  all.  □ 
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TO  READERS  OF  THE  ADAK3  FROPOSAL: 

There  am  scores  of  examples  at  the  micro-economic  level  which  prove  the 
efficacy  of  The  Adams  Proposal  at  the  macro-economic  level.  I  will  cite  just  two; 
first,  one  proving  that  the  profit-sharing  approach  increases  productivity  and  employee 
compensation  without  pushing  up  costs  and  prices  end,  secondly,  one  showing  how  pay 
increases  in  excess  of  productivity  increases  push  up  costs  and  prices. 

AMERICAN  VELVET  COMPANY,  btonmgton,  Connecticut,  is  the  last  major  velvet  pro¬ 
ducer  whose  complete  operations  remain  in  New  England,  Its  competition  has  moved  to 
lover  pay  areas  in  the  South  or  abroad.  This  Company  owes  its  survival  to  it3  extra¬ 
ordinary  profit  sharing  plan,  which  was  instituted  in  1939  after  a  16-nonth  strike,  as 
the  quid  pro  quo  of  an  agreement  by  members  of  Local  110  of  The  Textile  Workers  of 
America  for  each  weaver  to  operate  four  looms  instead  of  the  two  they  operated  before 
the  strike.  Each  year  27$  of  profits  before  taxes  go  to  employees  who,  according-  to 
Company  President  Jacques  Wimpfheimer,  are  already  better  paid  than  prevailing  wages 
in  the  industry.  Profit  sharing  means  about  $800  a  year  extra  for  each  weaver.  The 
Company  has  earned  a  profit  every  year  since  1939.  Since  1939  there  have  been  no 
strikes  and  no  dispute  has  gone  to  outside  arbitration.  It  required  only  two  minutes 
for  Company  and  Union  bargainers  to  reach  agreement  on  the  latest  union  contract. 

To  keep  ahead  of  foreign  competition,  union  members  agreed  to  increase  the  weavers 
work  load,  first  from  two  looms  to  four  as  part  of  the  strike  settlement,  then  to  six 
and  finally  to  eight,  although  the  technology  of  weaving  velvet  remains  basically  the 
same  -  a  increase  in  productivity  over  the  pre-strike  level. 

PEC QI-T'XT-.T) at T ON :  If,  and  when.  The  Adams  Proposal  is  considered  by  a  Committee 
of  Congress,  the  President  of  this  Company  and  the  Local  Union  President  should  bo 
invited  to  testify  how  profit  sharing  boosted  productivity, employee  income  and 
Company  profits,  without  pushing  up  costs. 

DELTA  AIRLINES,  whose  profits  outstrip  airlines  with  foreign  flights,  has  negotiated 
an  increase  in  pay  and  benefits  of  its  pilots  of  31$  over  30  months,  bringing  a  top 
pilot *s  pay  to  over  $100,000  a  year.  Braniff,  with  foreign  flights  and  smaller  profits 
than  Delta,  has  been  struck  by  its  pilots,  demanding  what  Delta  pilots  got.  Like  other 
U.d.  airlines  with  foreign  flights,  Eraniff  is  already  at  a  disadvantage  in  competition 
with  foreign-based  airlines,  not  only  because  of  the  subsidization  of  those  airlines 
by  foreign  governments  but  also  because  the  pilots  and  other  employees  of  the  foreign 
airlines  are  paid  for  less  than  the  Americans,  even  before  the  Delta  increase.  Pan 
American  has  been  denied  the  subsidy  it.  sought,  in  order  to  continue  operating,  tool 
the  subsidy  been  granted  by  the  President  and  Congress,  American  taxpayers,  earning  far 
less  than  airline  pilots,  would  have  been  supplementing  3uch  salaries  out  of  their  taxes. 

If,  instead  of  aggravating  this  situation  by  its  big  pay  increase.  Delta  had  insti¬ 
tuted  profit  sharing,  its  pilots  might  very  well  have  received  just  as  much  total  income 
as  the  new  contract  gives  them  -  perhaps  even  more  since  Delta  is  a  very  profitable 
airline.  Then,  if  such  a  "profit  sharing  pattern"  had  spread  to  other  airlines,  the 
employees  of  such  airlines  would  have  had  the  same  incentive  as  American  Velvet  employees 
have  to  increase  efficiency,  productivity  and  profitability,  with  correspondingly  less 
need  for  the  airlines  to  petition  Government  for  subsidies  and  higher  fares. 

Profit  sharing  does  not  increase  costs,  whereas  compensation  increases  far  in 
excess  of  productivity  increases  inevitably  push  up  costs  and  prices,  whether  it  be 
in  an  individual  company  or  in  the  entire  national  economy. 
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By  T'.M  K.  FaxifxL 

Slii7  /.V»v;rr  •»/  Tint  Waix 

When  !t  c*n«»  to  Airline  pilot  uoLiri-s, 
mary  a  traveler  would  take  this  povtton: 
•’Tr.o.e  iu>s  should  oc  paid  roiythirg  they 
wj.cn  t’r.t  (lying  my  life  It  in  e.cu- 
bind*  ana  I  want  them.  perfectly  happy. ,r  j 

Ltitcalr.^  to  exocutlv-r*  or  other  a'riirei- 
In  recent  v.esJr,  one  would  asiurre  that  p.  :-t 
eerier v  *ub?a:1Wp~  to  that  theory  ar.e: 
/lyir.j  on  D.-itv  A:r  Lines  should  feel  CO.v.*j 
p!otcly  safe  the**;  divj.  That's  tecauje. 
Delta  and  the  Air  line  Pilot*  A.vjocit-ilr.n.; 
representing  Lie  line's  3.2:0  pilot*.  quietly { 
negotiated  earlier  this  summer  a  3'j-r.iomh ' 
agreement  th.-t  boosted  annual  pay  rates 
3lfJ,  including  a  15'i  jump  this  year.  De¬ 
tails  of  that  pact  have  come  to  hj-.t  only  ir. 
reccnt  week*  ar.J  haven't  been  pub&hvd 
previously. 

"It  leaks  to  u*  row  like  Delta  gave  them 
ail  the  ir.oaey  #Jiey  wanted."  declares  e.  ton' 
executive  of  wn  of  the  b‘;»-ei!  LT.S.  alrlL-.e*.  i 
"This  par!  h.-.s  created  iracn-.aUc  shock! 
ti-ave*  throu;;,-.oat  the  Ind aatr/.  end  it*  l-.Vvi 
tionary  impact  probably  will  scres.l  far.: 
Delta  can  clio,tl  It,  but  It’s  a  bir  oroo'emi 
for  all  :..o  rsr:  o'  us.  Every  union  in  the  ir.-i 
■  vrli;  vvunt  similar  L-.creases  and  v.c'U 
;vei." 

The  agreement  r.oc  or.ly  puU  wojm  of 
Delta’s  pilot*  will  ahead  c i  cocV.yh  crew 
member*  at  ocher  airline*  bu:  also  1* 
lieved  to  provide  for  the  richest  salaries ! 
ever  r.ejo*J?tcd  by  any  labor  union.  “VVel 
cor.x:d»:r  it  as  h-ivl.ng  p;.t  our  senior  pilots  l.n! 
the  ever  f!v3.C3J  Income  ciavi."  an  ALVA ’ 
spokoxntnr.  v.ys.  7r.c  union  cVair.s  tl-.at  f.t- 
urr  by  aciiTi.;  the  salary  ti  e 

typical  Delia  P*>?L*y;  7 17  cap^xn  will  reach 
ur.<1>r  the  rgt-scmcr.t  ar.d  comrnr.y.piid 
penvon  and  L-. virar.ee  bcr.ef:--j  that  aveterr 
ahcit  Si-TI  of  p.  I'iiov’s  ba~r  aviary.  Deltn 
currently  h^a  73  f.lbU  o*.vignei  to  :::  duty. 
New  Vrr^vr 

The  Delta  pM  hr.*  t^eor.e  n  hot  It.-ue  at 
«iea:ly  ev^-iy  c  her  domestic  *  V.'e 

consider  its  i-rir-.c  to  be  s. : f e r* r./l .. -iv:;- .« r/." 
s.-.vs  a  sp^t.ss— im  for  IL  r.i.f  ALvcy-,, 
vhl.'.h  Iv  fv-L-r  «t  ir.i.-i::. strike 
fiort  i:j  p- inter-.  - A*  v  ::e  :-.cr.  -L 
ihs  at  v:n  -r  nr;i«  ,-s  rover.!  -,r 

s.r:i-.;*.nt3.  Lw  v.v-cw.; 

u:vt  it  v.;:i  •  •  to  a  :.e  v  per:--*  ct  -  r 

roit  its  the  ;  *2.C  :?-r.*  m  ir.r.isir-,  .  o.  c-.; 

C3.  co^t  }  robir:i  5  fer  r:a?:«. 


b-i  rcl.sl.mg  t:i.;  ir'/spcc:  of  vaullnj  K.:- 
prc.^p'rcus  alrl.nci  v.r-*:le  v.vth  li.e  prob 
tern  of  natch:.-.*  rj  f  iy  scjle.v. 

Delta,  while  declining  Xo  disci:*;  details 
of  the  agreement  ‘  b-  caj.ve'it  has  bccnne  a  ; 
rather  sensitive  matter."  firmly  ucr.ie*  nil : t 
the  cl-.jrges.  "We  .'.*»!  it'*  a  j  >hJ.  t  ojr.-l  ccr.-; 
tract  for  Delta  ar-J  we  do  n  A  feel  it's  ir.fi*  ' 
lion.ary."  asserts  D  ivid  C.  O.irreti  Jr. 
Delta  president  The  ALP  A  also  defend  ;  the* 
terns:  "V.'c  der.'i  coreiJ-r  do  p.-y  In¬ 
creases  at  all  txc-tslvc  under  the  clrcum- 
* tir.ee*."  a  spok.  aiiian  say*. 

Brar.if?  is  p:vjv:d_-.g  ti-.e  first  big  test  for 
the  ;>v.uni*s  tt:r:;  fatvr.iia!  of  the  Delta : 
r7.-eem?r.t.  The  c-mplcx  procedure?  o'  Lio; 
flaiiWAy  Lator  Ac:  Slut  govern  airlir.c  rojv- 
tution*  have  e\hau*:*x!  ar.*l  ti  c  air*, 

line's  1.200  pilot*  v..!I  be  legally  free  to[ 
strike  thl*  Saturday.  Branlff  officially  savsl 
It  has  made  it<  r-...'.s  “an  excellent  offer”; 
ar.d  "U's  inconceivable  to  us  that  llwy  would | 


rtaximum  hours  of  work  for  the  Ct:n* 
un  duty  uh?n  th-?y're  r.«-t  jttually  flv::.  -  . 
pl.tne  »  Af:er  cei'-v! iti.-g  such  offsets.  -*r  . 
Ukinj;  Into  account  the  st-igiferel  r.;Ll;  - 
tio.n  of  the  pay  Ir.cre. ».<-*.  the  a.*ree.-r.*-ri  v.  : 
Ir.crea*-  :*+  *ir Lr.e  s  t'.t.-.j  r'-.Ic:  •  •• 

IC<7  this  ycir.  y:  next  yv.-r  xr.l  z~t  ;r.  tr  *j 
firs;  seven  month*  of  ;2>».  *  ty«  K»b=r.  •*— - 
pcnlanJer.  Delta'*  *^r..cr  vi.»  ores.der.t  f  rr 


;  pcnianj' 

•;  rmance. 


thr* 


But  other  airlir.e  executive*  claim 
have  carefully  analyzed  ti  e  Delta 
n-.er.t  x-.l.  In  the  words  of  o-.e.  “we  *•  •. 
can't  find  any  of  tnrs?  off.».-u.”  .V  .. 

w'.hcr*  ccr.rede  th.-c  ther*.-  r-my  be  rr  /f  .::  • 
gain*  hidden  with  n7h  •_r.C'-“travt 
help  Delta  but  that  the  chvr.e-.-*  ir.v*v  ; 
•A  Vildn’t  b^  of  any  m.it^rivl  value  to  tl  * 
■Mvr.  systems.  A  D-.tta  s^-.rce  say*  tr.j*  c*. 
fuaion  isn't  surj>r.*!n7  be«  MU?e  it's 
b!e  for  or.e  airline  la  f:g"ar-  1. y#  * 

ccr.trict  v.-culd  work  since  every  e^rr-.r  r  .a 
{»U  own  unique  crew  *or.-J:iiing  reo-^r.- 

I  ,  r-'r  y  '  s:,Jrcf’  Jf‘J  k  1  •  U'l  ‘--Mtor  '  c!  lUou:  I.'O  t 

Is  bk*!y  Vc-.inc  Br».i£  ..=s  taken  a  h.,rd  p;i£l  tx?tca  ,0  E. ,v„  ... 
Ilr.c  a;..:njt  AI.BA  dcnnnnj  that  it  milca  ..T«era„t  in  (•_,  m rccL:.-i-ie-ts 
tSe  I x::a  pay  s.-alcs.  "Tr.ey  tc  tit  n?nrt.l  UT.«.st.  or  ra.  p<:ri  j.jrivcJ 

KiaebOilya  se-U:?  to  have  to  her.d  a  PTO*uc:irt:y  Vinf-t*.  ..h-rc  a  !:;:i  « - 

lot."  claims  Me  soiree.  that  Delta's  duty  riS3  already  were  to  L 

A  ^t:,C0O  Ha  jo  I  vorable  to  the  comnvny  than  :hoj«e  ir.  ctr.rr 

The  D-lta  agreement  was  retroactive  tof-cirline  contracts.  Delia  f:tj  ab.yu*  27  a;V: 
last  Jan.  21  ar.d  extends  to  July  31.  It;  flyir.g  fcaurs  per  month  from  its  p.l  »  *.  t:  - 
cor.tetr.ed  pay  mcrcojv*  effective  as  of  Jvru  higltes;  amo.-ig  the  major  airlines  ar.d  s  sr.: 

31  .*5.3'i)  ard  May  i  ($.5^)  this  year,  next-  :*xn"y  stove  the  43  hours,  for  cxuiy-.C 
Jan.  1  lib.Sri)  ;-“.u  Feb.  1.  1ST*;  Ac-  that  United  Airline*  »»  c  largest  U  S.  c. 

qorjing  to  the  aLPA.  the  two  boosts  this  rier.  I*  averagx.j. 

year  have  rais'd  the  current  base  pay  of  Farther,  there's  little  question  that  r^l‘n 
It  “a  -‘lot*  -irr’u^rg  c  vp-’o-.r  -  fo  on  aver-  U  In  better  t--*  ^^for•i  u 

age  of  close  to  J12.C  :o  and  the  figure  will  a>  than  any  other  carrier.  I:  c'  rr.*l  r  /  c  rVa- 
proicr.  m  estimated  SiS.COO  before  the  lion  In  the  fiscal  yaa- cr.fe-J  June  2 J.  p- .-*r- 
agre*...scr.t  rue. 3  c-L  (A  Della  official  calls  Lr.e  L-.dua*.ry  rccuri  eves  tltaush  .:  r.  . 

theue  es^.mates  "too  high."  but  the  carrier,  or.ly  sixth  L-.  s  ze  tr.-.ong  the  C.S.  ••.*.rr.T*  » 

like  moit  airlines.  declLies  to  give  It*  ovre  A*  measured  by  the  Civil 
figvres  on  the  ground  that  pilot  pay  compu  Scard.  Data's  rale  of  roium  or.  in.vc  .tiifi: 
tv. lion 3  are  *•>  complex  it  would  be  very  dif-  for  the  year  vu  ;r. ;r,  exT.ly  the  l>; 
TicUt  *o  calculate  an  "average"  figure.)  k’le  InJusiry  and  well  above  the  T.v-  ^v.r- 
Uy  comparison,  the  ALPA  »a>**  ti-.e  ever  *5^  for  *11  n  t'i.  alrir.cx.  D;  :  .'4 

agr  araaal  salary  of  all  pllo*^  It  repicacnti  P^fitabihty  a!-o  is  t-.r  abevv  the  12 1  r 
at  35  airlines  Li  row  S23.000.  Braniif.  vrluct  c*  rotum  the  CAC  hnv  .a-*  J.e  mavr.ir.. 

Is  boir.g  pressod  to  r.i.'tch  the  Del^i  scale.*.  ^Ttfc:  for  average  Industry  paofiut. 
say*  .t  has  brer,  paying  11*  pilot*  about  “'Vith  tl *x>s:  kir.  l  rrvfi:*.  Drlia  twljy 
J30.C00  on  average.  c;,-n  afford  those  sularic*  but  ue  siii.y-ly 

For  veteran  Delta  pilots,  the  bcslc  pay  5i>s  lh«  vice  pre.viue.i:*  c: 

scale  juirp*  nrC  even  more  impressive:  T*a  *  a*r'ire*  ,"c  C0,j:J 

17  caotainx.  far  example,  now  average  ever  c V  .°J L'J .C_*  *  '*  n’ 


♦71,000.  un  from  ur.der  J5J.0C0  k>:  y.- «r. 


-A-vrl;*  duty  rig3  v.  e'r?  stuck  wiin.  mayc-*  \.r 


Tht'ir  »sUrie*  *«• ««»:?  to  »»«!>•  la  ^  F^v  *•»!<*-  kr.r-.:-> 

Jaruiqr,  an...  kr  «rly  SWSwJlL  olnsc  8.«-sW  ^  t-'J  »««• 

«>J.CW she.id  C-  their  my  rate*  a:  .he  s:„ih'-’  k>-  “•*  "v'!;*  ?*:•  b-'  'io"i  ' 

cf  'hi;  > o ■  r.  Ca?taia»  Deita'a  n«l  inr  .cst  ,t0  »an.e:pop»«tj  to  rr.nteh  Be"-. , 

planes- wide-bod  kl  Lockheed  LtOtjs  ar..*.  -}r^iUC-tv:*y  te  ola.n-.s. 

McDonnell  Do-uul.-*  DCiOs-nre  row  c.t-trc  v  f;ru“-  C:*uu';.5  r^f  ' c  ~ 

baie  p.-.y  Of  S.  0.,'j0  and  will  tench  .'  f.roj  D”,'T  ^  cc"-  r-c-  Ctesr.  proc- 

vh  >  cap'aiL*  r.f  the  smaller  P!  -;-  :r.  if  V5  po^  v'-:  v“':* 

f:*  «t.  t  ie  tals-ei'.yiu-od  .VcDonr.eit  D  .  ci-s^  .r  V—*.  •uy,.?4*  l>'-  *-'*ov*  ^.va  - 
DC>.  are  now  at  i  -T.CCJ  ar.d  witl  reaih  ij!..';"  _.**  r*'i;c:*  °  roi  '-l-v,r.7  oJ.tr  e  -.. 
5k*0.  First  and  *rc<*.id  officer*  (fcr.vv.m  at  play*  .♦  like  <ecc-1  c!-_*s  C  w.'.-.J  and  .-.  .*. 

/  Fuse  Tier.:  l>  P  tjr  **,  Cot::rvi  1  r  -  -^  them  rci.-i.v'-lv  c-t:  :p  r k.cv,.  u* 

wvge  ir.crca-o*  ir.  tl:.-  v.-.*xe  of  - 

breaking  agre.-m-rt*  with  ;r-  fight  vi- 
says  or.e  executive.  “I  d-*a  i  :..;:*.l-:  vi  a  <.-• 
port  (ton  to  coril-m-  tl. p*.  oy  n  .w  i: 
have  to  I-vy  cur  ,-rt  t»eita  r.  .  * 
Other  ti*ts  cf  ti  e  T-v!t :  jay  s. 
be  coming  up  si-oi  after  Hr-.rif: 

New  contract  r.-y-ti :r.vo:v\-.-  it. 
pf-obi  arc  under  a  ay  or  cue  t-a  h  .'.a 
at  UniteJ.  Natkadt  A  ri  N-  rr..-  A  - 
lines  ar.d  Eastern  Airlines.  T>:  LVl  .r 
is  expected  to  N*  the  tug  l-su-  »R  a'S  - 


Subsequent  to  the  IV Its  -irceia-::' 
wh:ch  w.vs  rt.i£k-*r silbvi  anv*  r'r.  :«  *..- 
!:r.o  pn»uic  ia  mart  s.* . 

l-.bcr  ;  - 

l  a*.  iV.a  A :i ai  V.-  il  !  V.t  •.  - 
and  Trar*  World  Aui.r*^  with  tre  M  r\ 
agreeing  to  p  y  iu-rre.**-'^  r>r:  ;  :»at 
those  I*,  obtr  in.  d  ?t  :t  :t  ::.  tu 

*rjrce*  ray  the  D-  ha  <.».i!ract  *v  t  •  -  t  a 
major  pn-blem  In  Ilk':'1  c.»s  a.  iv*»;ty  '• 
c.vuxe  of  tb-*  /'»ik>*  •: 

e-u  -r  v-;.»:lx  «»f  lh-  J  ••':.*  ..  .  *  . 

weren'f  yet  widely  k.^w..  •; 
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AMERICANS  FOR  DEMOCRATIC  ACTION 

SUITE  704  •  1424  SIXTEENTH  STREET.  N  W  •  WASHINGTON.  D  C  20036  •  TEL  (202)265-5771 


September  23,  1974 


INFLATION/RECESSION 


The  attached  memorandum  covers  ADA's  proposals  for 
dealing  with  the  problems  of  inflation  and  recession. 
Any  comments  would  be  welcome. 
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RECEIVED 
OFFICE  OF  ECONOMIC 

AFF«'RS 

Set  24  12  it  HH4  AMERICANS  FOR  DEMOCRATIC  ACTION 

NATIONAL  Qfc£J£5ftSf'  DONALD  M  FRASER  •  TREASURER  ABNER  LEVINE  •  ASSISTANT  TREASURER  MARVIN  RICH  •  SECRETARY 

EDWARD^EmvMF  •  •otcOTIVE  COMMITTEE  CHAIRPERSON  CUSHING  DOLBEARE  •  YOUTH  CHAIRPERSON  CAROLE  MATTESSICH  •  VICE  PRESIDENTS 
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NATIONAL  BOARD 


BELLA  ABZUG 

SAMUEL  ACKERMAN 

JOHN  ADAMCZYK 

WILLIAM  ALBRECHT 

M  MICHAEL  ALLON 

SEYMOUR  ALTMAN 

ALAN  BARON 

MICHAEL  J.  BARRETT 

EUGENE  BASHE 

BEVERLY  BEIDLER 

BERNARD  BELLUSH 

ROY  BENNETT 

DANIEL  BERGER 

HOWARD  BERMAN 

STEVEN  BIANCO 

STEVEN  BIDDLE 

TIMUEL  D  BLACK 

JON  BLUM 

KEN  BODE 

ASHER  BOGIN 

TED  BORNSTEIN 

JOHN  BOYLES 

JOHN  BRODE 

MICHAEL  J.  BROWER 

ANN  BROWN 

SANDRA  BROWN 

WILLIAM  BROYDRICK 

YVONNE  BRAITHWAITE  BURKE 

JOHN  A.  BUSINGER 

EMMETT  CAHILL 

JACQUELINE  CAMP 

THOMAS  CAMP 

MARY  CAMPER-TITSINGH 

PERRY  CARANICAS 

MARY  CARLSON 

YOSHI  CARPENTER 

SIMON  CHILEWICH 

SHIRLEY  CHISHOLM 

LEIF  CHRISTENSEN 

MICHAEL  CHURCHILL 

RICHARD  CLARK 

CARLA  COHEN 

DAVID  COHEN 

SHELLEY  COHEN 

STEVEN  P.  COHEN 

CHARLES  J.  COOPER 

EARL  D.  CRAIG,  JR. 

SYLVIA  E.  CRANE 
PETER  P.  DARROW 
DOROTHY  DAVIES 
CHARLOTTE  DAVIS 
FLORENCE  DAVIS 
SIDNEY  W  DEAN,  JR. 


CLETA  DEATHERAGE 
CLINTON  DEVEAUX 
SUSAN  DEXTER 
EDWARD  DONAHUE 
ROBERT  T.  DRAKE 
ROBERT  F.  DRINAN 
DAVID  DUBINSKY 
DON  EDWARDS 
JAN  EICHHORN 
NATHAN  ELBAUM 
ETHAN  ELDON 
LEE  EPSTEJN 
WILLIAM  i  EVANS 
RICHARD  E.  FAUBER 
ALAN  FEUER 
MARTIN  FIFE 
ARTHUR  FORCIER 
MARION  FRANC 
BARNEY  FRANK 
FRED.N.  FRANK 
ELEANOR  CLARK  FRENCH 
LOUIS  FRIEDLAND 
LARRY  FRIEDMAN 
TED  FRITSCHEL 
CURTIS  GANS 
WILLIAM  GARRETT 
DAVID  GASSMAN 
ROBERT  GIBSON 
JANET  GOLLER 
MONICA  GOLLUB 
VICTOR  GOTBAUM 
ROBERT  HALPERN 
ROGER  HARPER 
MICHAEL  HARRINGTON 
MICHAEL  J  HARRINGTON 
LADONNA  HARRIS 
GREGORY  HARVEY 
DAVID  HOIUM 
THOMAS  HOLLANDER 
ELIZABETH  HOLTZMAN 
DAVID  INGALLS 
DOUGLAS  IRELAND 
ARTHUR  T.  JACOBS 
LILLIAN  JANIS 
MILDRED  JEFFREY 
PAUL  JENNINGS 
JOHN  L.  JOSEPH 
PHILIP  KALODNER 
LAUREL  KASAOKA 
ERNEST  KAUFMAN 
PEGGY  KERRY 
JEWEL  KLEIN 
GEORGE  KOCH 


SANFORD  A.  KOWAL 
SANDRA  KRAMER 
JEAN  KRAMPNER 
GENE  LaROCQUE 
JEAN  LeCOMPTE 
WAYNE  LEAVER 
TODD  LEFKO 
ROY  LEIB 
BETSY  LEVIN 
ROGER  LEVIN 
YEN  LEW 
ANN  LEWIS 
JAN  LINFIELD 
YVONNE  LOGAN 
JOHN  LONGVILLE 
BARBARA  LOWENSTEIN 
WILLIAM  LUCY 
RICHARD  McGHEE 
EDWARD  McHUGH 
JEANNE  McHUGH 
DON  MCPHERSON 
RALPH  MANSFIELD 
WILLIAM  MARKUS 
EVA  LEVY  MARSHALL 
GORDON  A.  MARTIN.  JR. 
NAN  KELLY  MATTHEWS 
RICHARD  K.  MEANS 
MARTIN  MEISEL 
JOYCE  MILLER 
RICHARD  I.  MILLER 
P.ARREN  MITCHELL 
T.  S  MIYAKAWA 
HANS  J.  MORGENTHAU 
RICHARD  D.  NORLING 
JANE  O'GRADY 
MARIANNE  OLSON 
RICKIE  ORCHIN 
PAUL  PARKS 
LESLIE  PARRISH 
ALBERT  A.  PENA.  JR. 
ANN  S.  PHILLIPS 
GEORGE  PIENDAK 
JACK  L.  PIERSON 
J.  ROBERT  PIGOTT 
JO  POMERANCE 
ARLENE  POPKIN 
MARGARET  N.  RANDOL 
BERNARD  RAPOPORT 
RICHARD  RAUSCH 
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VICTOR  G.  REUTHER 
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GEORGE  D.  (SKIP)  ROBERTS 

HERBERT  ROBINSON 

BELLE  ROSENBERG 

ERNEST  ROSENBERG 

HAROLD  ROSENTHAL 

EDMOND  F.  ROVNER 

MILES  L.  RUBIN 

JOSEPH  A  RUSKAY 

PHILIP  RUTLEDGE 

RICHARD  C  SACHS 

DOROTHY  SAMUELS 

HENRY  SANTIESTEVAN 

DON  F.  SAUER 

STEPHEN  SCHLESINGER 

KAY  SCHLOFF 

LOUIS  B  SCHWARTZ 

ELI  SEGAL 

DAVID  SELDEN 

STANLEY  SHEINBAUM 

BARBARA  SHORE 

ALAN  SIEROTY 

JEANNE  SIMON 

GEORGE  SIMSON 

ROBERT  SKEEN 

ALPHA  SMABY 

MARY  JO  SMALL 

L.  M  C.  SMITH 

ROBERT  K.  SMITH 

ALEXANDER  STARK 

HELEN  STERN 

W.  L.  STERTZ.  JR. 

FREDERICK  STOCKER 

MARGERY  TABANKIN 

HARRIETT  TAYLOR 

WILLIAM  L  TAYLOR 

RANDALL  TIGUE 

MARY  ELLEN  TISDALE 

TED  VAN  DYK 

PHILIP  H.  VAN  GELDER 

ELLEN  VOLLINGER 

TERRY  WAIVADA 

HENRY  WASKOW 

ELLEN  WELD 

BARBARA  WELLS 

JEAN  WESTWOOD 

ANNE  WEXLER 

BARBARA  WILLIAMS 

DAVID  C  WILLIAMS 

EDWIN  D  WOLF 

PAUL  A.  WOELFL 

ADDIE  WYATT 


HONORARY  CHAIRMAN  1947  1971  REINHOLO  NIEBUHR 


HONORARY  CHAIRMAN  1947-1962  ELEANOR  ROOSEVELT 


HONORARY  VICE  CHAIRM  *.N  1947  ’  970  WALTER  P  REUTHER 


Americans  for  Democratic  Action 
1424  Sixteenth  Street,  N.  W. 
Washington,  D.  C.  20036 
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September  1974 


INFLATION /RECESS ION 


Inflation  is  the  most  critical  economic  problem  facing  this  nation.  Its  effects 
are  universal;  it  threatens  not  only  the  living  standards  of  the  vast  majority 
of  Americans,  but  the  stability  of  our  economic  system  as  well. 

It  is  imperative  that  inflation  be  brought  under  control.  But,  serious  as  the 
problem  is,  the  control  of  inflation  cannot  become  the  be-all  and  end-all  of 
U.S.  economic  policy. 

Inflation  must  be  addressed  in  the  context  of  a  broader  set  of  economic  problems 

— the  persistence  of  poverty  and  near  poverty  for  millions  of  Americans; 

— unacceptable  rates  of  unemployment— creating  insecurities  throughout  the 
labor  force  and  tragedy  for  many,  particularly  minorities  and  women  and 
youth  of  all  races; 

— a  misallocation  of  resources  and  priorities  between  public  and  private 
sectors ; 

~a  concentration  of  economic  power  in  several  hundred  relatively  large 
corporations  and  banking  interests  which  clearly  exercise  more  influence 
on  the  economic  system  than  the  policies  of  the  federal  government;  and 

— real  or  threatened  shortages  of  food,  fossil  fuels  and  other  raw  materials. 

Inflation  must  be  considered  and  reduced  in  the  context  of  these  problems  and 
in  the  context  of  values  to  which  ADA  and  other  liberals  are  dedicated. 

Bringing  inflation  under  control  will  require  a  high  degree  of  economic  planning 
and  control. 

Unlike  many  of  the  nation's  earlier  inflations,  which  were  caused  by  excess 
demand  and  could  be  controlled  through  monetary  and  fiscal  restraints,  the 
current  inflation  appears  to  be  structural  in  nature.  In  substantial  part,  it 
is  due  to  the  increased  cost  of  such  fundamentals  as  energy  and  food.  It  also 
reflects,  of  course,  administered  corporate  pricing. 

Moreover ,  because  these  increases  have  been  in  essentials ,  particularly  food 
and  fuel,  the  impact  of  inflation  hats  been  most  severe  among  poor  and  middle 
income  people.  The  cost  of  food  has  been  increasing  more  than  half  again  as 
rapidly  as  the  overall  consumer  price  index.  (The  consumer  price  index  for  all 
items  increased  from  125.3  in  1972  to  148.3  in  July  1974,  an  increase  of  18 
percent;  the  cost  of  food  increased  from  123.5  in  1972  to  160.5  in  July  1974, 
an  increase  of  29  percent. )  The  cost  of  bread  and  beans,  staples  for  most  low 
income  people,  has  doubled  or  trebled.  The  Administration's  reliance  on 
monetary  and  fiscal  policies  is  misguided  and  counter-productive.  Last  month 
wholesale  prices  increased  at  an  annual  rate  of  more  than  50  percent.  Consumer 
prices  increased  at  an  annual  rate  of  10  percent.  Yet  housing  starts  plvmmeted 
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to  the  lowest  level  in  a  decade.  Unemployment  in  the  construction  industry 
is  well  over  10  percent.  Overall  unemployment  is  over  5  percent  and  rising. 

Otto  Eckstein,  a  former  member  of  the  Council  of  Economic  Advisers,  has  estimated 
that,  if  present  policies  continue,  unemployment  must  rise  to  8  percent  for  at 
least  two  years  in  order  to  bring  the  inflation  rate  down  to  4  percent.  Such 
a  controlled  recession  would  mean  a  loss  of  more  than  $150  billion  in  Gross 
National  Product.  Average  personal  income  after  taxes  would  be  at  least  $300 
per  year  less  for  every  person  in  the  United  States.  Corporate  profits  would 
be  depressed  by  more  than  $15  billion  below  full  employment  level.  Federal, 
state  and  local  governments  combined  would  lose  about  $55  billion  in  foregone 
revenues — roughly  equivalent  to  two-thirds  of  recent  total  public  expenditures 
on  education,  or  two-thirds  of  the  1974  defense  budget. 

Such  a  controlled  recession  quickly  could  become  a  major  depression. 

Not  only  is  full  employment  compatible  with  controlling  inflation,  it  is 
essential  if  we  are  to  deal  equitably  with  the  impact  of  inflation.  The  cost 
of  fighting  inflation  must  not  be  paid  by  those  least  able  to  pay — workers, 
minorities,  women,  young  people,  old  people,  and  all  the  other  poor  and  near 
poor  people  who  already  bear,  in  many  cases,  the  extra  burden  of  unfair 
discrimination.  Provision  of  full  employment  opportunities,  through  public 
service  employment  and  through  stimulation  of  useful  and  productive  efforts  in 
the  public  and  private  sectors,  should  be  the  cornerstone  of  economic  policy. 

ADA  reiterates  its  support  of  the  proposed  Full  Employment  Act  of  1976  which 
would  establish  the  mechanisms  necessary  to  bring  about  full  employment  and  to 
give  every  individual  seeking  employment  the  right  to  a  job. 

Bringing  inflation  under  control  requires  serious  and  perhaps  painful  efforts, 
along  lines  proposed  below.  But  controlling  inflation  is  only  half  the  problem. 
We  need  also  to  soften  as  best  we  can  the  serious  impact  of  inflation — in  such 
essentials  as  food,  fuel,  housing  and  health  care — on  the  lives  of  low  and 
middle  income  people  as  they  find  themselves  slipping  further  and  further  from 
financial  security.  The  basic  essentials  of  life  should  be  available  to  all. 
Government  has  a  responsibility  for  insuring  that  these  essentials,  particularly 
food,  are  available  at  stable  and  acceptable  prices.  We  urge  that  immediate 
and  serious  study  be  given  to  methods  of  economically  achieving  this  objective. 

In  tne  national  effort  to  control  inflation,  we  make  the  following  specific 
recommendations : 

1.  Wage  and  Price  Controls 

Our  experience  during  World  War  II  and  the  Korean  war  tells  us  that  wage— price 
controls  can  serve  us  well,  providing  a  temporary  leveling  of  prices  so  that 
the  disparity  between  demand  and  supply  can  be  reduced.  A  large  section  of  our 
economy,  of  course,  already  has  price  controls — controls  administered  by 
corporations  for  private  profit  making.  The  important  point  is  that  controls 
are  entirely  feasible  and  can  provide  a  period  of  time  in  which  other  elements 
of  an  anti- inflation  anti-recession  program  can  be  brought  into  play.  While 
they  cannot  reduce  basic  costs  of  raw  material  and  fuel,  they  can  limit  the 
impact  of  those  costs. 
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We  need  price  controls,  aimed  especially  at  the  administered  price  sector  of 
the  economy — controls  designed  and  administered  by  those  who  believe  in  them. 

We  need  no  more  public  relations  exercises  carried  out  by  those  who  seem  more 
interested  in  proving  that  controls  cannot  work  than  in  devising  controls  which 
do. 


The  fact  is  that  controls  have  worked.  They  worked  during  World  War  II  and  they 
worked  during  the  Korean  war.  In  the  Korean  war  period,  in  one  year  we  were 
able  to  bring  inflationary  prices  from  7  percent  down  to  2.5  percent— while 
keeping  unemployment  at  2.5  percent  of  the  labor  force.  And  between  1942  and 
1946  a  period  of  four  years-- there  was  less  inflation  in  wholesale  prices  than 
we  have  seen  in  the  last  month  (3  percent  compared  to  3.9  percent)  and  interest 
rates  were  stable  at  approximately  3  percent.  The  history  of  controls  during 
the  Second  World  War  is,  on  the  whole,  a  history  of  success,  of  shared  shortages 
and  stable  living  standards. 

Wage  controls  also  are  necessary,  although  we  recognize  that  they  pose  difficult 
problems  of  equity.  Labor  must  be  permitted  to  catch  up  with  inflation  in  its 
wage  scales,  perhaps  through  such  a  formula  as  Otto  Eckstein's  proposed 
10  percent  wage  guideline  and  5  percent  price  guideline.  Needed  is  an  effective 
mechanism  to  prevent  abuses,  while  keeping  wages  and  white  collar  and  professional 
salaries  abreast  of  prices,  allowing  for  increased  productivity  and  providing 
some  redistribution  of  income.  We  recognize,  and  to  some  degree  share,  the 
misgivings  of  organized  labor  about  wage  controls  under  the  current  Administra¬ 
tion.  We  urge  that  in  drafting  legislation  the  Congress  provide  specifically 
for  fair  and  equitable  standards  and  an  effective,  nonpartisan  enforcement 
mechanism.  We  note  that  the  history  of  labor  demands  has  been  a  history  of 
constructive  responses  to  genuine  efforts  to  keep  prices  under  control. 

2.  Fiscal  Policy 

we  must  recognize  that  fiscal  policy  does  not  mean  cutting  back  or 
restraining  needed  social  programs.  Indeed,  we  need  new  and  expanded  programs 
in  such  essential  areas  as  food,  housing,  health  care,  education,  transportation, 
and  protection  of  the  environment.  The  cost  of  these  programs  can  and  should 
be  offset  by  tax  increases  focused  at  upper  income  levels ,  and/or  by  cuts  in 
other  programs  the  Pentagon,  road  construction,  space  and  selected  subsidy 
programs,  for  example. 

No  discussion  of  U.S.  inflation,  in  fact,  can  be  complete  without  recognizing 

is  i-n  lsr9e  part  rooted  in  the  Vietnam  war  and  the  continuing  maintenance 
of  a  huge  military  establishment.  Changes  in  spending  priorities  can  be  made 
and  should  be  made. 

Moreover,  we  should  recognize  that  present  federal,  state  and  local  budgets — 
taken  as  a  total  are  in  fiscal  balance.  That  is,  total  revenue  exceeds  total 
expenditures.  Even  so,  we  urge  consideration  of  a  number  of  tax  increases, 
both  in  the  interest  of  equity  and  in  order  to  provide  funds  for  needed  social 
programs.  An  immediate  federal  income  tax  surcharge  on  upper  income  families— 
the  top  fifth  of  the  income  distribution — is  needed.  Money  raised  from  this 
surcharge  could  be  used  in  part  to  lower  regressive  wage  taxes — the  heaviest 
burden  carried  by  low  income  workers.  Further,  taxes  should  be  levied  on 
unneeded  luxuries  or  where  taxes  can  restrain  excessive  use — for  example,  a  tax 
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on  luxury  automobiles.  And  all  luxury  excise  taxes  should  be  retained,  reimposed 
or  strengthened. 

We  do  not  need,  in  our  fiscal  policy,  more  gimmicks  and  tax  loopholes  to  encourage 
investment.  Our  tax  system  is  far  too  inequitable  already.  When  demand  is 
present,  investment  money  is  no  problem.  When  demand  is  not  present,  tax  loop¬ 
holes  and  similar  incentives  encourage  the  wrong  kind  of  investment.  At  this 
point,  the  kind  of  investment  we  are  likely  to  get  would  be  used  for  labor-saving 
equipment,  not  the  expanded  capacity  which  is  needed. 

3.  Monetary  Policy 

The  tight  money  policy  of  the  Administration  has  not  controlled  inflation.  But 
it  has  had  serious  impact,  particularly  on  small  businesses.  Housing  starts  have 
fallen  by  more  than  30  percent  in  the  past  year  and  building  permits  in  July  1974 
were  issued  at  a  rate  of  barely  one  million  units— —less  than  half  the  level  of 
production  in  recent  years  and  a  fraction  of  what  is  needed.  Small  businesses 
are  being  forced  into  bankruptcy  through  inability  to  borrow  funds.  Moreover, 
with  effective  wage  and  price  controls  we  need  not  rely  on  credit  as  a  major 
inflation  control. 

What  is  needed  now,  however,  is  not  a  general  loosening  of  credit,  but  rather 
a  sophisticated  use  of  powers  which  the  Federal  Reserve  Board  already  has  to 
encourage  credit  flows  in  directions  where  either  bottlenecks  exist  or  essential 
industries  are  in  serious  depression.  And  where  private  investment  is  insuffi¬ 
cient,  the  government  itself  should  step  in  to  make  loans  available  in  such 
essential  areas  as  moderate  and  low  income  housing.  The  combination  of  credit 
allocation  and  direct  lending  should  assure  that  essential  investments  are  made, 
that  state  and  local  governments  have  access  to  the  financing  which  they  need, 
and  that  small  businesses  are  able  to  borrow  at  reasonable  rates. 

4.  Full  Employment 

We  must  not  permit  those  who  can  least  afford  the  strain  to  suffer  the  effects 
of  mistaken  past  policies  of  government.  The  federal  government  needs  to  take 
seriously  the  responsibilities  imposed  by  the  Full  Employment  Act  of  1946.  An 
immediate  and  substantial  public  service  employment  program  is  needed— perhaps 
in  the  nature  of  a  $10  billion  program  which  could  supply  one  million  jobs  at 
prevailing  wage  rates.  Money  for  this  program  could  come  from  the  surcharge  to 
be  placed  on  high  incomes  and  from  money  saved  from  cuts  in  the  Pentagon  budget, 
road  construction,  space  programs,  etc.  Such  a  program  is  especially  useful 
because  it  directs  expenditures  specifically  to  individuals  in  need  and  can  be 
limited  specifically  to  needed  services  in  education,  health,  transportation, 
and  the  like. 

5.  Bottlenecks 

There  is  need  for  vigorous ,  comprehensive  government  programs  to  break  the 
bottlenecks  responsible  for  much  of  the  inflationary  spiral.  A  maximum  expansion 
in  U.S.  food  production — especially  grain  production — is  required,  plus  control 
of  gas  and  oil  supplies.  This  can  be  done  by  direct  government  programs,  by 
channeling  credit  or  lending  money  directly  to  industries  v/here  shortages  of 
capacity  threaten  to  limit  overall  economic  expansion. 


6.  Competition — or  the  lack  of  it 
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The  failure  of  the  government  to  enforce  anti-trust  laws  contributes  to  the 
concentration  of  great  economic  and  political  power  which  in  turn  leads  to  high 
prices.  Huge  corporations  operate  outside  the  framework  of  a  normal  competitive 
system.  The  President  should  reconmend  legislation  making  control  of  a  large 
portion  of  any  market  an  anti-trust  violation  per  se.  We  should  end  the  penetra¬ 
tion  and  control  of  many  of  the  largest  corporations  in  the  country — and  indeed 
in  the  world--by  bank  holding  companies  which  restrict  competition,  generate 
conflicts  of  interest  and  jeopardize  the  soundness  of  our  system.  The  Anti-Trust 
Division  of  the  Justice  Department  and  the  Federal  Trade  Commission  should  be 
strengthened  and  encouraged  to  carry  out  their  work  vigorously.  Industries  in 
heavy  concentrations,  such  as  the  automobile  industry,  should  be  broken  down 
into  smaller  units  which  could  inspire  competition. 

The  power  of  economic  regulatory  commissions  to  protect  present  insiders  from 
effective  competition  raises  the  cost  of  vital  services.  In  particular,  the 
powers  of  the  Interstate  Coroner ce  Commission,  the  Civil  Aeronautics  Board,  the 
Federal  Maritime  Commission  and  the  Federal  Communications  Commission  to  support 
cartels  and  restrict  competition  should  be  curtailed  or,  better  still,  eliminated. 
The  whole  mechanism  for  regulation  of  the  transportation  industry  should  be 

reformed  drastically  to  encourage  competition  instead  of  discouraging  it  as  at 
present. 


Finally ,  we  ought  to  discourage  unnecessary  energy-  or  resource-wasteful  or 
ecologically  unsound  private  consumption  brought  about  by  excessive  private 
advertising.  Perhaps  a  first  step  could  be  to  disallow  advertising  expenditures 
as  a  business  cost  in  the  computing  of  corporate  income  tax  liabilities. 


*  *  * 
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September  17,  1974 


president  Gerald  R.  Ford 
The  Vfaite  House 
Washing  ton .  D.C. 

Inflation  end  the  Economy 

Dear  Mr.  President: 


The  reasons  for  our  high  Inflationary  plight  are 
well  known,  ve  know  how  It  hapcened  but  no  concrete  moves, 
existing  or  proposed  by  all  high  minded  advisors  in  any  publicized 
utterances  take' direct  aim  at  stopping  the  upward  thrust.  The 
oersistant  price  spiral  not  only  must  be  stcpoed  but  mu3t  be 
pushed  back  to  lower  realistic  levels. 


Just  hoping  this  .condition  will  go  away  is  folly; 
"pinching  Dennies"  is  an  excercize  in  futility;  the  Game  Plan  of 
your  Advisors  or  the  "old  Time  Religion"  is  not  working;  Budget 
cutting  will  be  too  little  and  too  late  and  the  ordinary  laws  of 
Supply  ana  Demand  are  not  taking  hold. 


If  our  Economy  has  to  suffer  through  2-4  more  years 
of  continued  Inflation  as  hinged  by  Messers  Simon  and  Ash,  or 
stag-er  until  July  4th,  1976  as  suggested  by  you  or  await  the 
return  of  the  new  Congress  In  January,  it  will  have  collapsed 
comole tely  catapulting  the  Economies  of  the  Western  World  with  it. 
Even  waiting  for  your  high  level  Economic  Conference  on  Sept.  27th 
and*  for  any  Dosslble  solutions  that  may  develop  from  this  meeting 
will  be  too  late.  Positive  action  must  be  started  now  or  there 
will  not  be  an  Economy  to  discuss  on  Sept.  2?th.  A  FOUR  STEP  PLAN 
solution  is  oresented  below. 


The  Game  Flan-wh.7  It  is  not  working. 

The  Drasent  olan  originated  during  Mr.  Nixon's 
Presidency  and  still  subscribed  to  by  Messers  Burns,  Simon, 'Ash, 
Rusk  and  Greensoan  is  the  "Tight  Money"  aporoach  which  is  supposed 
to  decrease  the  Demand(D)  for  money  and  hence  goods  by  high  Int¬ 
erest  rate(I)  pushed  up  by  curbs  on  the  Money  Supply(M).  The 
straight  Jacket  placed  by  the  rederal  -e3erve  Board  on  the  .-,oney 
Suooly  ha 9  pushed  Interest  rates  to  staggering  levels  and  hes 
paralyzed  the  Economy  of  our  Country. 


Anti- Inflation  action  taken  to  date  has  resulted 
in  hlv-h  Interest  rates  but  now  these  high  Interest  rates  are  adding 
fuel  to  the  Inflationary  fire  because  the  hlgn  cost  of  borrowing 
is  being  passed  along  to  the  eventual  consumer  in  the  lOr.u  of 
increased  costs  and  higher  prices.  The  only  positive  benefit 
of  the  Plan  that  appears  to  please  the  Ted  is  the  flow  or  .-oreign 
caoltal  Into  the  United  States. 


417 

Ine  disastrous  effects  os  the  3ulldlng  and  ~eal  Estate 

Industries,  the  Automobile  Industry,  Public  Utilities,  the 
Savings  BanVrs ,  the  Financial  Markets,  the  Capital  Goods  Industry 
and  on  every  business  person  or  individual  who  have  borrowed 
money  "tied  to  Prime"  all  seem  ignored. 

Part  of  the  Game  Plan  is  an  attempt  to  push  our  Economy 
toward  a  Quasi-Recession,  increasing  unemployment  and  thereby 
decreasing  the  demand  for  goods  and  services.  This  is  a  "Mo-Win" 
policy  a.nd  has  stunned  our  European  friends.  Doesn't  anyone  see 
ohe  possibility  that  this  policy  will,  by  inertia,  carry  a  Rec¬ 
ession  into  a  non-stop  Depression?  European  observers  see  it. 

Don't  any  of  the  Game  Planners  whose  salaries  are  fixed  and  who 
receive  their  pay  checks  regularly,  feel  for  the  unemoloyed 
American  worker?  The  UnempI c/men t  Rate  Just  increased  from  5,3^ 
to  o.k%  in  August  and  projections  of  a  7%  rate  have  been  made. 

How  long  will  it  take  between  the  5.4 %  and  the  projected  7 % 
rate  for  the  proposed  4  Billion  Dollars  to  be  filtered  through 
the  System  so  the  additional  1.5  Million  unemployed  people  be 
given  Public  Jobs  so  they  can  start  living  like  ordinary  Americans 
again?  and  from  where  is  the  43111icn  Dollars  coming? 

Tight  Money  ha3  not  brought  a  droo  in  automobile  prices 
with  sales  off  15^  but  an  increase  in  prices  instead;  Ticrht 
Money  has  not  brought  a  drop  in  building  costs  and  wacres  even 
though  building  starts  are  off  50%;  Tight  Money  has  not  bro>en 
Union  wage  demands  so  emoloyers  could  cut  prices  and  Tight  Money 
has  not  resulted  in  lower  food  and  steel  orices.  High  British 
and  rrench  Treasury  officials  ur?ed  Messers  Burns  and  Simon  in 
their  last  meeting  to  ease  uo  on  cur  Tight  Money  policy  as  rates 
are  too  high  to  be  counter  productive  on  the  fight  against  In¬ 
flation  and  instead  they  threaten  to  topple  the  World  into  a 
deeo  Recession.  The  Organization  for  Economic  Cooner&tion  and 
Development  Just  reported  from  Paris  that  the  rate  of  Inflation 
in  the  United  States  compared  to  other  industrialized  countries 
had  increased  in  the  last  three  months.  In  short  Tight  Money 
is  .not  working  but  is  wrecking  the  US  Economy  and  also  threat¬ 
ening  World  Economies.  It  is  very  apparent  that  these  ■‘"acts  are 
being  Ignored  by  your  Advisors.  When  no  improvement  is  shown  by 
a  sick  patient,  different  medeclne  is  tried  or  the  doctors  changed. 

3udget  Cuttlng-too  little  and  too  late 

3udget  cutting  is  a  target  of  everyone  in  and  out  of 
Government.  Those  out  of  Government  a 1 wavs  try  to  make  federal 
spending  the  "whipping- boy" ,  while  those  in  Government  will  agree 
on  any  cuts  except  those  in  their  own  particular  budgets.  Using 
a  3udget  cut  now  is  too  little  and  too  late.  The  wide  gap  between 
the  10  Billion  Dollar  cut  proposed  by  Mr.  Burns  and  the  realistic 
cut  of  500  Million  Dollars  suggested  by  Mr.  Ash  ooint  out  the 
futlllt/  from  this  front.  Some  Economists  ‘’eel  that  more,  not 
less  Federal  spending  is  tne  only  method  to  fight  Inflation*. 

A  r-sl  Budget  Balancing  act  can  only  start  in  July  1973 
which  is  too  late.  In  the  meantime  the  constant  siphoning  of 
□ore  and  more  funds  by  the  Treasury  Department  out  of  the  Money 
Supply  d. s  1 1  as  the  steady  drain  by  all  other  federal  Agencies 
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from  Lhis  same  source  is  pushing  the  Demand  side  of  the  Money- 
equation  higher  end  higher.  Tvsn  your  sl'nole  and  ernest  pro¬ 
posal  to  delay  Federal  pay  Increases  for  3  months  unleashed  a 
thunderous  uproar  from  not  only  government  employees  but  from 
labor  Unions  as  well.  It  Is  apparent  at  this  time  that  the 
Senate  will  over  rule  you. 

Laws  of  Supply  and  Demand-not  taking  hold 

The  use  of  the  Laws  of  Supply  and  Demand  to  fight  Inflation 
has  been  ineffective  on  the  Economy  at  this  time.  To  Increase 
Supply,  consideration  first  must  be  given  to  availability  of 
raw  materials,  plant  expansion  and  increased  labor  productivity. 

The  time  factor  mitigates  against  these.  -urther  in  mass 
manufacturing  or  processing  operations,  unit  costs  and  prices 
are  supposed  to  decrease  with  an  increase  in  the  goods  produced 
but  the  theory  is  not  working  today  in  our  present  system.  The 
Game  Plan  infers  that  the  Demard  side  of  the  Equation  will  fall 
more  rapidly  with  the  hl^h  orices  caused  by  high  Interest  rates. 

3ut  instead  an  endless  cycle  shows  uo  here  because  the  price 
drop  resulting  from  the  Demand  drop  will  re-cycle  Demand  because 
of  the  lowered  prices  and  push  prices  up  again  and  so  on. 

You  have  had  varrying  views  from  the  23  non-Governmen t 
Economists  who  met  with  you  on  September  5th,  non  of  whom  pro¬ 
posed  a  unified,  concrete  all  correcting  solution  to  the  overall 
problem.  Conflicting,  diverging  and  contra-views  ’were  to  be 
expected  from  thl3  ga thering~o f  high  minded  individuals.  There 
was  general  concurrence  that  Economist's  proposals  are  theor¬ 
etical  and  that  pr°3ent  laws  of  Economics  require  newer  inter¬ 
pretations.  There  never  has  been  an  Economic  dilemna  comparable 
to  the  one  facing  our  Economy  to  day,  he.nce  the  wide  range  of 
partial  solutions. 

The  Solution-Four  Step  Plan 

There  is  a  way  out- in  all  the  rhetoric  being  expressed 
by  Bankers ,  Businessmen,  labor  leaders,  Economists,  Congressmen, 
Government  Spokesmen  and  in  the  NTe-s  Medea  only  martial,  piece 
meal  ideas  have  emerged,  but  no  solid,  all  inclusive,  wholly 
encompassing  master  plan  has  come  forth.  The  following  ^ov r  Step 
Plan  can  be~lmplementFd  immediately  and  will  salvage  our  teetering 
Economy : 

1)  The  present  restrictions  must  be  taken  off  the  Money  Supply  now 

2)  Export  controls  placed  on  scarce  materials,  goods  and  foodstuffs 

3)  Price  and  Profit  controls 

4)  Wage  controls 
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These  Steps  can  be  out  into  operation  quickly  and  must  be 
firmly  and  rigidly  applied  with  no  exceptions  and  no  time  Unit 
indicated  as  to  tnelr  durations.  Every  American  must  be  made  to 
realize  that  this  is  an  all  out  battle  which  will  be  pursued  as 
long  as  it  takes  to  knock  out  Public  Enemy  Number  One. 

These  Steps  have  been  tried  separately  and  each  has  been 
effective  so  that  collectively  the  Steps  will  oroduce  an  overall 
plan  that  will  work.  In  August  19?!  Price  and  ’‘/age  controls  were 
Invoked  and  we  had  price  stability.  ’.-Then  the  last  controls  were 
eliminated  in  April  of  this  year,  prices  soared.  In  1972  the  Fed 
eased  the  Money  Supply  and  the  Economy  prospered.  This  may  or 
may  not  have  been  politically  inspired  which  is  only  academic  at 
this  time.  If  a  Recession  to  stem  Inflation  can  be  produced  bv 
man louls tin?  the  Economy,  why  can't  the  Economy  be  stimulated  by 
manipulation  ? 

3tep(I )  The  federal  Reserve  Board  should  be  urged  to  reoeat  the 
steps  it  took  in  1972  to  ease  the  flow  of  Money,  lower  the  federal 
Inter  Bank  rates  and  reduce  the  Rediscount  rate.  A  drop  of  at 
least  t>%  or  4.1  in  the  Prime  rate  would  follow  and  a  stimulating 
effect  of  the  Economy  would  start.  The  strangle  hold  on  every 
facet  of  American  business  would  be  loosened;  money  starved  indus¬ 
tries  would  be  revived;  the  Securities  Markets  salvaged  so  corp¬ 
orations  could  raise  additional  needed  funds  normally  instead  of 
using  the  Banking  System;  Capital  exoansion  plans  now  held  up 
would  get  underway  and  a  flow  of  new  goods  would  be  produced; 
the  high  cost  of  borrowing  now  passed  along  in  the  form  of  higher 
prices  would  drop,  lowering  prices;  d is  in  termed  is  Lion  would  be 
reversed  and  mortgage  money  would  become  available  again  at  Savings 
ins  ti tu  tions . 

A  temporary  negative  effect  of  this  first  Step  will  be  a 
weaker  US  Dollar  which  will  tend  to  Increase  -ensign  purchases 
here  out  the  outward  movement  of  scarce  goods,  materials  and  food¬ 
stuffs  will  be  curtailed  because  of  Export  controls  Step  (2). 

Further  the  fear  that  funds  will  flow  out  of  the  US  seeking  higher 
interest  rates  elsewhere  will  diminish  as  Foreign  money  not  only 
seeks  high  returns  but  also  a  safe  Economy.  The  action  being  taken 
to  strengthen  our  Economy  would  become  apparent  and  any  outward 
flow  reversed. 

Step(2)  Export  controls  on  scarce  goods,  materials  and  foodstuffs 
are  vital.  This  will  avoid  a  repetition  of  the  oroblera  we  had  2-3 
years  ego  when  all  these  items  were  bought  heavily  with  the  increased 
purchasing  power 'of  Foreign  currencies  and  shipped  out.  Our  Balance 
of  Trade  will  slide  into  a  defecit  position  but' Trade  figures  are 
only  economic  Indicators  and  self  correcting.  Our  weaker  Dollar 
will  inhibit  the  flow  of  Imports  and  if  Foreign  countries  want  to 
sell  to  us  with  this  condition  orevalling,  they  will  lo’--er  their 
export  selling  prices.  A  general  decrease  of  ’.Vorld  orlces  would 
result. 


420 


Step( 3 )  ?rice3  end  profits  must  be  controlled  firmly  so  no 
special  advantages  accrue  to  Business.  Businessmen  will  wel¬ 
come  price  stability  as  their  costs  will  stop  rising. 

Step( 4)  labor  Unions  have  received  most  of  their  catch-up  wages 
and  nave  become  realistic  enough  to  see  that  real  gains  only 
occur  wnen  the  price  spiral  stops.  labor  will  co--operate  ss 
long  as  controls  apply  equally  to  prices  and  especially  to  pro¬ 
fits  and  any  remaining  objections  will  vanish  when  prices  start 
to  ease. 


Steps  (p)  and  (4)  can  and  should  be- approached  more  drasti 
cslly  with  an  all  effort  made  to  roll  back  prices  and  wages. 

The  current  'level  of  prices  has  risen  to  shocking  heights 
and  must  be  turned  back.  Any  number  of  gross,  unjustified  price 
increases  can  be  cited  but  when  the  pr’ce  of  a  Sunday  newspaper 
rises  from  fifty  cents  to  one  Dollar  in  a  f*w  months,  something 
is  glaringly  wrong  here1. 


'gou  as  President 
by  Executive  Power  and 
Senators  Mansfield  and 
have  no  cualms  about  re 
assured  that  a  positive 
been  started. 


can  get  tnis  "CUP.  STEP  PI  AM  underway 
no  Congressional  action  will  be  necessary 
Scott  and  all  members  of  Congress  will 
turning  to  face  their  cons ti tuenc les , 
all  out  fight  to  combat  Inflation  has 


Copies  of  this  letter  are  being  sent  to  Messers  Burns,  A3h 
Simon  and  Sreenspan  as  these  gentlemen  appear  to  be  molding 
"conomic  Policy. 


Sincerely, 

d-  .4  4<efcau. 

Vincent  A.  Autuorl 


311  Clinton  Ave. 
Bridgeport,  Conn 

0-5505 
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SPECIAL  MACHINERY  -  TOOLS  -  DIES  -  JIGS  FIXTURES  -  AUTOMATION  MACHINERY 


LELAND  DETROIT  MANUFACTURING 

5945  Martin  Avenue  •  Detroit,  Michigan  48210  • 


September  18,  1974 


COMPANY 

(313)  896-7910 


United  States  Department  of  Commerce 
Washington,  D.  C.  20230 

Gentlemen: 

Received  your  letter  of  September  6,  1974  stating  that  a  con¬ 
ference  will  be  held  at  the  Detroit  Hilton  Hotel  on  September 
19,  1974  at  8:30  A.  M. 

We  are  in  full  accord  with  such  a  conference  dealing  with  our 
economy,  but  are  sorry  to  state  that  no  one  has  touched  on  the 
real  cause  of  our  troubled  economy  to  date.  Everyone  seems  to 
be  beating  around  the  bush  (so  to  speak)  but  they  fail  to  flush 
out  the  real  trouble.  Here  is  my  personal  opinion: 

(1)  Labor  unions  are  demanding  too  much  and  upholding  the 
laxity  in  labor.  It  costs  the  manufacturers  approxi¬ 
mately  $600.00  to  discharge  an  employee  who  does  not 
produce  a  fair  day's  work.  The  labor  unions  take  such 
cases  to  arbitration,  which  costs  time  and  money. 

(2)  Productivity  of  labor  today  is  down  about  45%  as  of  ten 
years  ago.  This  is  in  the  small  shops  who  employ 
approximately  65%  of  the  labor  market. 

(3)  Get  the  labor  unions  out  of  government  politics. 

(4)  Cut  unemployment  compensation  pay  in  half  and  tighten  up 
new  applications.  No  one  wants  to  work  when  they  can  get 
something  for  nothing. 

(5)  Our  company  could  use  some  semi-skilled  men.  We  have 
advertised  stating  good  pay  and  fringe  benefits.  We  have 
had  one  applicant  in  six  months.  What  is  wrong?  Too 
much  unemployment  compensation. 

(6)  Too  much  bureaucracy  in  government.  For  instance,  the 
Bureau  of  Safety  and  Regulation  of  Michigan  are  raising 
considerable  trouble  with  the  small  businesses.  For 
instance,  our  company  has  spent  over  $3,000.00  on  safety 
guards,  etc.  and  some  of  the  guards  are  more  dangerous 
on  the  machines  than  off. 
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SPECIAL  MACHINERY  -  TOOLS  -  DIES  JIGS  -  FIXTURES  •  AUTOMATION  MACHINERY 


LELAND  DETROIT  MANUFACTURING  COMPANY 


(313)  896-7910 


Detroit,  Michigan  48210 


5945  Martin  Avenue 


P.  #2 


United  States  Department  of  Commerce 


I  have  been  manager  and  president  of  our  company  for  over 
54  years  and  in  that  time  we  have  had  two  minor  accidents, 
yet  the  government  sends  men  into  the  field  who  have  had 
little  or  no  experience  in  operating  the  machines  they  in¬ 
sist  on  guarding. 

Unions  are  a  cancerous  disease  that  someone  must  find  a 
cure  for  to  save  our  economy. 

Very  truly  yours, 

LELAND  DETROIT  MANUFACTURING  COMPANY 


Sid  Bakewell,  President 
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UNITED  CALIFORNIA  BANK 

L  O  J  ANGELES,  C  A  L  l  F  O  R  N  I  A>  90051 


NORMAN  BARKER,  JR.  chairman  or  thc  board 


Septemoer  6,  1974 


The  President 

The  White  House 

Washington,  D.C. 

Dear  Mr.  President: 

For  the  upcoming  economic  summit  conference,  we  would  like  to  endorse 

several  proposals  and  also  offer  some  of  our  ov/n  suggestions. 

To  strengthen  the  economy  and  ease  hardships  in  specific  areas 

1.  Financial  ways  and  means  should  be  marshalled  to  provide  temporary 
relief  for  the  housing  industry. 

2.  Programs  should  be  enacted  or  expanded  to  train  the  hard-core 
unemployed;  to  retrain  workers  displaced  from  declining  industries; 
and  to  provide  information  on  expanding  industries  and  employment 
opportunities. 

3.  A  public  works  program  should  be  instigated  on  a  temporary  basis 
when  the  unemployment  rate  exceeds  6%. 

4.  Minimum  wage  laws  should  be  modified  to  improve  the  employment 
opportunities  for  teenagers. 

To  ease  financial  strains  and  to  bolster  the  stock  market 

1.  The  Federal  Reserve  System  should  reduce  margin  requirements, 
which  may  contribute  to  the  restoration  of  confidence  in  the  stock 
market. 
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2.  The  Federal  Reserve  System  should  ease  monetary  policy  and  provide 
clear  signals  of  its  intentions  by  definitive  actions.  Current  policy, 
while  creating  numerous  and  serious  financial  crises,  is  also  becoming 
counterproductive  by  causing  corporations  to  borrow  more  than  they 
otherwise  would  because: 

.  Corporations,  fearing  further  tightening  of  monetary  policy  and,  thus, 
even  higher  interest  rates  in  the  future,  have  an  incentive  to  borrow 
at  today's  rates; 

.  Corporations,  fearing  a  possible  future  credit  crunch,  want  to  secure 
funds  while  they  are  still  available; 

.  Corporate  treasurers  want  to  enhance  the  liquid  asset  position  of  their 
companies'  balance  sheets  in  case  a  liquidity  crisis  does  develop; 
and 

.  Corporations  have  little  to  lose  by  borrowing  more  funds  than  needed, 
as  they  can  reinvest  the  funds  at  the  same  or  higher  rates. 

A  change  in  the  direction  (or  at  least  the  attitude)  of  monetary  policy 
would  thus,  ironically,  dampen  excess  business  borrowing,  which  has 
been  the  intention  of  the  Fed  all  along.  It  may  also  bring  inflationary 
relief  in  housing  and  construction. 

To  improve  capital  markets 

1.  Tax  incentives  for  investment  should  be  granted  through  larger  loss 
deductions  and  lower  tax  rates. 

2.  The  amount  of  income  from  dividends  excluded  from  federal  income  tax 
liability  should  be  increased  to  at  least  $500  per  taxpayer. 

To  fight  inflation  in  the  "short-run" 

1.  Biidget  expenditures  for  the  current  fiscal  year  should  be  reduced  to 
$295  billion,  in  order  to  be  meaningful  in  fighting  inflation. 

2.  The  activities  of  the  Council  on  Wage  and  Price  Stability  should  be 
extended  to  major  urban  centers  to  monitor  wage  and  price  increases 
on  a  local  as  well  as  a  national  basis. 
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3.  A  definitive  pledge  should  be  made  that  wage  and  price  controls  will 
not  be  imposed  at  least  through  1976.  This  will  eliminate  the  temptati 
to  raise  prices  and  demand  hiqher  wage  increases  based  on  fears  that 
controls  are  forthcoming. 


4*  qLU°taS  Sh°uld  be  increased  or  abolished  and  high  customs  duties 

s  ould  be  reduced  to  force  domestic  firms  to  be  more  price  competitive 
and,  thus,  consumers  would  benefit  from  lower-priced  foreign  goods  and 
services. 


5.  Consumer  infomiation  centers  should  be  established  throughout  the 
-country  to  advise  and  educate  the  public  on  prices,  quality  and 
availability  of  lower-priced  products. 

6.  A  major  effort  should  be  made  to  promote  energy  conservation  on  a 

continuous  basis  in  order  to  reduce  demand  and  place  downward  pressure 
on  prices.  K 

To  fight  inflation  in  the  "long-run" 

1.  Laws  restricting  competition,  such  as  the  Davis-Bacon  Act  and  the 
Jones  Act,  should  be  re-evaluated,  amended  or  repealed. 

2*  effects  0 f  such  regulatory  bodies  as  the  ICC,  CAB, 

r CC,  and  FPC  should  be  carefully  reviewed  with  a  general  goal  of 
returning  industries  to  the  discipline  of  free  market  forces. 

3.  Special  tax  incentives  should  be  granted  producers  of  basic  materials 

in  short  supply  in  order  to  expand  capacity  that  will  assure  price 
stability.  ^ 


4. 


Environmental  and  safety  laws  should 
their  costs  as  well  as  their  benefits. 


be  reconsidered  on  the  basis  of 


5.  And  most  importantly,  vve  strongly  support  your  goal  of  improving  the 

w!t'CrVl tb,s , nat!0n' S  labor'  manaSement,  and  physical  facilities. 
We  believe  Jus  to  be  the  most  worthwhile  national  priority  for  a  healthier 
economy. 
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In  brief/  fighting  inflation  requires: 

.  a  steady  maintenance  of  responsible  fiscal  policy 
.  a  rigorous  evaluation  of  wage  and  price  increases 
.  giving  incentive  to  investment 
.  improved  competition  among  producers 
.  elimination  of  obstacles  to  productivity  and  efficiency 
.  increases  in  supplies  of  scarce  materials/  and 
.  an  all-out  effort  to  increase  productivity. 

Many  of  the  above  suggestions  have  been  articulated  by  various  sources. 

In  addition,  we  would  like  to  make  two  specific  proposals  that  would  have 

a  significant  impact  on  the  economy  and  capital  markets. 

1 .  We  propose  that  the  first  $1,000  of  interest  income  received  from  savings 

accounts  be  exempted  from  federal  income  tax.  (A  detailed  proposal  is 

enclosed).  There  are  several  reasons  why  we  advocate  such  a  plan: 

.  It  would  reduce  the  negative  impact  inflation  is  having  on  the  real 
value  of  family  savings  and  would  provide  a  powerful  incentive  to 
save. 

.  It  would  provide  greater  equality  among  taxpayers  in  various  income 
brackets.  Taxpayers  in  higher  income  brackets  have  always  had  the 
opportunity  to  invest  in  tax  free  municipal  bonds  or  tax  sheltered 
properties.  A  tax  exemption  on  interest  income  from  savings  would 
grant.similar  opportunities  to  middle  and  lower  income  groups. 

.  It  would  reduce  disintermediation  from  thrift  institutions  as  the 
differential  between  the  tax  sheltered  income  of  savings  accounts 
and  the  taxable  income  from  money  market  instruments  bearing 
high  interest  rates  would  be  reduced.  The  flow  of  funds  to  the 
housing  industry  would  thereby  be  improved. 

.  It  would  reduce  the  incentive  of  individuals  to  transfer  funds  abroad 
in  order  to  protect  the  purchasing  power  of  their  savings. 

.  Moreover,  if  this  proposal  is  adopted  there  will  be  no  need  to  subsidize 
the  housing  industry  and  related  financial  institutions  in  this  or  future  ' 
financial  crises. 
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We  beheve  that  the  loss  in  revenue  to  the  Treasury,  which  is  estimated 
at  $1.8  billion  annually,  would  be  outweighed  by  the  overwhelming 
benefits  it  would  produce. 


No  society  operating  within  a  free  enterprise  system  can  achieve  a 
higher  standard  of  living  without  encouraging  investment,  and  savinas 
is  the  best  form  of  investment. 


2.  We  would  also  propose  that  a  major  effort  should  be  made  to  encourage 
the  investment  of  Middle  East  oil  revenues  into  U.S.  energy-related 
industries.  We  believe  this  suggestion  would  be  beneficial  for  the 
following  reasons: 


.  It  would  increase  our  domestic  output  of  energy  which  in  turn  would 
result  in  lower  prices  for  energy  and  would  lessen  our  dependency 
on  imported  energy. 

.  It  would  improve  our  balance  of  payments. 

.  It  would  ease  the  strain  on  our  capital  markets.  Reducad  demand 

for  domestic  funds  for  energy  related  industries  would  result  in 
lower  interest  rates  and  increased  availability  of  funds  for  other 


It  would  create  new  jobs  and  additional  income,  over  and  above  the 
normal  patterns  of  economic  growth. 

It  would  positively  tie  the  welfare  of  oil  producing  nations  to  that 
or  the  U.S.  economy. 

In  promote  a  better  understanding  between  America  and 

the  Middle  Eastern  nations,  and  hopefully  it  would  strengthen  the 
prospect  of  permanent  peace  in  that  region. 


rh!  .hft-1  lJ°'nlC00Pterat'0n  and  endors™ent  by  both  the  executive  and 
the  eg, slat, ve  branches  of  government  is  necessary  for  this  orooram  to  succ-d 

n  at.ractmg  such  investment  capital.  Such  a  joint  effort  couid'be  effected  ” 
through  trade  treaties  that  would  be  binding,  convincing,  and  long  lasting 
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We  hope  that  some  of  the  foregoing  suggestions  will  be  useful  and  supportive 
in  your  attempts  to  find  economically  sound  solutions  to  the  problems  facing 
us  today. 


Respectfully, 


Enclosure 

(A  Proposal  To  Exempt  From  Federal  Income 
Taxes  The  First  $1,000  Of  Interest  Income 
Received  From  Savings  Accounts) 


BENEFIT  AND  IMPACT 
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!hAdditi.0n  t0  a,leViat!ng  the  prob,em  of  declining  purchasing  power  of 
the  family  savings  and  providing  for  equality  of  tax  treatment,  this  tax 

ae?!  ,0M°Ln  ,nterest  frfom  sa'/ings  would  Provide  many  valuable  benefits 
and  woufci  have  a  significant  positive  impact  on  various  segments  of  the 
economy.  These  benefits  include: 

1.  jncentive  To  Save:  A  tax  exemption  would  be  a  significantly 
encouraging  factor  for  the  average  citizen  to  save  more,  which  will 
reverse  the  trend  of  a  declining  savings  rate  of  recent  years  The 
prosperity  of  any  free  enterprise  economy  is  basically  dependent  on 
that  nations  savings.  The  more  of  its  income  a  nation  saves  the 
more  it  can  provide  funds  for  investment  in  factories,  equipment, 
using,  etc.,  which  are  the  main  sources  of  new  jobs  and  additional 

an^tendld^^T6  ^  l™'  33  3  reduCed  rate  of  savings  over 

an  extended  period  means  a  shortage  of  funds,  higher  interest  rates, 
and  economic  stagnation  with  higher  unemployment. 

2*  —  fe  Savings  Is  Anti-Inflationary;  When  citizens  are  aiven  the 

opportunity  to  save  more,  they  will  be  spending  less  on  frills  and  low 
nh!y'em,S‘  V^h2n  thf;  c,t,zen  becomes  discriminating  and  selective 
mnrh  fhPendm9  ^b,tS/  busmesses  vv'fl  have  to  be  careful  as  to  how 

of  iUflationra'Se  PrlCSS  0f  their  pr0ducts  thus  lowering  the  rate 
3*  .0UtflT.Pf  ^UnidS  Fr0m  The  U-S-:  The  fear  of  high 

rate.s  of  'nnamon  and  the  declining  purchasing  power  of  the  family's 
savings  have  generated  an  unprecedented  clamor  on  the  part  of  many 

rn  nfS  J°  T'  j?  Sl,Ver  35  a  commoditV  ^d  silver  coins,  gold 
coins  and  gold  stock  and  in  transferring  savings  to  be  converted  into 

a  foreign  currency  and  deposited  in  European  banks.  While  the  tax 
exemption  on  interest  from  savings  may  not  totally  alleviate  the 
problem  of  the  outflow  of  funds,  it  would  nevertheless  dampen  the 
incentive  to  transfer  funds  abroad  on  the  part  of  many  citizens. 

4‘  — -Tax  ^^P^  Would  Keep  interest  Rates  From  Risino  Dr^K^iiw. 
when  interest  rates  arising,  the  averagTTi^B^^ 

incentive  to  transfer  his  savings  to  another  form  of  indebtedness  such 
a*  government  securities,  corporate  bonds,  commercial  paper,  etc’  That 
-s  because  the  tax  exempt  feature  on  interest  from  savings ^viM 
approximately  compensate  for  the  higher  yields  offered  by  these 

th-  Tbus'  greate''  stability  in  savings  would  short-circuit 

the  ^vicious  cycle  of  interest  rate  escalation  during  a  tight  mon*y 

marxe.  Furthermore,  only  those  with  large  amounts  of  savings  c*n 

ih!3f  90  °f  h,gherfrates  on  th2Se  instruments  of  indebtedness,  and 
innni  r1  exemption  feature  will  compensate  for  such  unequal 
opportunity  of  investment. 
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5.  A  Boom  For  Home  Ownership:  The  incentive  given  to  savers  through 
the  interest  income  tax  exemption  would  encourage  more  savings  in 
normal  times,  discourage  outflow  of  savings  in  tight  money  markets, 
and  would  prevent  interest  cost  from  escalating  within  financial 
institutions.  These  features  of  more  savings  and  stability  of  interest 
rate  costs  to  financial  institutions  will  generate  a  new  boom  for  home 
buying  and  home  ownership,  similar  to  that  in  the  fifties  and  early 
sixties . 

6.  Preventing  Disintermediation:  The  dilemma  of  the  major  financial 
institutions  (savings  and  loan  associations,  mutual  savings  banks, 
and  commercial  banks)  in  tight  money  markets  has  been  that  of 
disintermediation.  That  fc,  savings  are  drawn  from  these  institutions 
to  seek  higher  yields  in  the  open  market.  This  recurring  phenomenon 
has  been  the  cause  of  the  drying  up  of  mortgage  funds  and  the 
'Skyrocketing  of  mortgage  interest  rates.  The  tax  incentive  recommendation 
would  substantially  reduce  disintermediation  and  would  lessen  its  ill 
effects  on  home  buying,  the  monthly  mortgage  payment,  the  home  building 
industry,  and  all  sectors  of  the  economy  that  are  related  to  the  housing 
industry. 

And  finally,  the  federal  and  local  governments  and  their  agencies  —  in 
attempting  to  deal  with  disintermediation,  high  mortgage  interest  rates,  outflow 
of  funds  and  other  related  phenomena  during  tight  money  markets  --  have 
necessarily  imposed  many  regulations  and  rules  that  are  counterproductive  in 
the  long  run  and  have  perpetuated  a  trend  of  interfering  with  the  functions 
of  the  private  enterprise  system.  The  tax  exemption  would,  on  the  whole, 
reduce  the  necessity  of  government  interference  in  reacting  to  crises  and 
deter  over-regulation  of  the  free  market  place. 


WINNERS  AND  LOSERS 

The  foregoing  discussion  gives  the  impression  that  almost  all  the  parties 
interested,  as  well  as  the  economy  as  a  whole,  would  benefit  from  a  tax 
exemption  on  say  the  first  $1,000  of  interest  paid  on  savings.  These 
facts  can  hardly  be  disputed,  with  the  exception  that  the  U.S.  Treasury 
Department  would  receive  less  revenue  if  such  a  tax  exemption  is  enacted. 

The  Treasury  Department  estimates  a  loss  in  revenue  of  $1.8  billion, 
a  fraction  of  1%  of  the  $300  billion  annual  total  revenue  of  the  U.S. 
Treasury.  Yet,  the  benefit  is  obviously  many  times  greater  to  all  entities 
involved  and  to  the  overall  economic  and  financial  structure  of  this  nation. 
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? Jf*,aw  for  fempting  the  first  $1,000  of  interest  on  savings  from 
federal  income  tax  is  a  very  effective  measure  of  an  incentive  for  savinas 
fighting  inflation,  equality  in  taxing  investment  income,  preventing  the 

«°a  bon„m\Stf' i2i"9  “  rateS'  «SSaUoe„, 

2"9  a  bo°™  ln  housin9-  and  reducing  the  necessity  of  government 
interference  and  over-regulation  of  the  already  regulation-burdened  economy. 


This  program  deserves  immediate  action 
and  the  legislative  body  of  this  nation. 


on  the  part  of  the  Administration 


#### 
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JOAN  OF  ARC  COMPANY 

Canners  of  Fine  Foods  Since  1878 


*inm 
Lai. 


u 


Turlock,  California  95380- 
P.  0.  Drawer  1970 
Telephone  209  •  634-0071 


September  13,  1974 


David  W.  Ferrel 

Deputy  Assistant  Secretary 

For  Economic  Affairs 

U.  S.  DEPARTMENT  OF  COMMERCE 

Washington,  D.C. 


Dear  David: 

As  I  address  myself  to  the  task  of  responding  to  your  request 
of  August  21st,  I  find  myself  at  a  loss  to  really  lay  hold  of  the 
problem.  There  are  so  many  factors  impinging  on  the  economic  pro¬ 
blems  of  today  that  to  find  a  solution  is  like  fighting  a  bag  of 
feathers.  Nevertheless,  the  following  are  a  few  thoughts  I  shall 
share  with  you: 


(1)  One  of  the  contributing  factors  to  today's  high 
prices  is  the  cost  of  meeting  innumerable  re¬ 
strictive,  and  often  needless  government  regu¬ 
lations.  Business  is  over  regulated.  The  normal 
controls  of  supply  and  demand,  and  other  natural 
economic  controls  are  contravened  by  a  mass  of 
conflicting  government  regulations  imposed  by 
ill-advised  and  often  incompetent  legislators 
and  administrators.  It  would  be  most  interest¬ 
ing  and  I  believe  shocking  to  the  consumer  if 
the  cost  of  these  controls  could  be  identified 

in  dollars  and  cents  on  the  price  tags  of  all 
items  sold  in  the  retail  trade. 

(2)  Industry  is  saddled  with  an  ever  increasing  burden 
of  non-productive  labor  occasioned  by  the  afore¬ 
mentioned  controls  and  regulations  and  the  record 
keeping  involved  therewith.  Productivity  goes  down 
when  it  most  needs  to  go  up. 

Government  protection  of  unions  has  placed  industry 
in  such  a  position  that  it  has  little  alternative 
other  than  to  bow  to  union  demands  not  only  in 
regard  to  pay,  but  also  with  respect  to  working 
conditions  and  management  policy,  etc.  or  go  out 
of  business. 


(3) 
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David  W.  Ferrel 
Page  2 
9/13/74 


(4)  For  your  information  the  following  schedule  shows 
some  of  the  cost  increases  incurred  by  the  canning 
industry  in  1974: 


ELEMENT  OF  COST 


%  INCREASE  OVER  1973 


Labor  11% 

Raw  Product  Price  to  Farmer 

Apricots  50 

Peaches  37 

Yams  23 

Tomatoes  100 

Cans  50 

Sugar  300 

Fuel,  Power  &  Water  20 

Interest  25 

Other  Supplies  25 


The  above  covers  the  major  portion  of  the  cost  of  the  finished 
product.  By  comparison,  the  selling  price  of  24/2^  choice  halves 
and  sliced  YC  peaches  (a  major  item  of  the  fruit  pack)  has  increased 
approximately  25%  from  last  year's  controlled  price. 


(5)  Wage  and  price  controls  have  pushed  the  normal 
"line"  of  products  out  of  the  normal  patterns 
so  that  critical  shortages  of  critical  and  es¬ 
sential  parts  and  material  are  showing  up  through¬ 
out  the  entire  industry.  For  example  —  there  is 
a  critical  shortage  of  tinplate  to  the  extent 
that  some  crop  loss  may  be  experienced.  We  have 
faced  shortages  of  such  diverse  items  as  chlorine, 
corn  syrup,  and  machine  parts. 

(6)  It  was  possible  at  one  time  to  plan  and  project 
operations  with  some  degree  of  accuracy.  Today's 
bewildering  conditions  make  intelligent  planning 
extremely  difficult.  There  are  so  many  imponder¬ 
able  variables  being  introduced  on  the  scene  al¬ 
most  daily. 


The  above  are  a  few  of  the  problems  that  confront  this  industry. 
We  are  asked  on  the  one  hand  for  greater  production  to  meet  increased 
worldwide  demand  for  food  and  confronted  on  the  other  hand  with  a 
mass  of  problems  created  by  government  meddling. 

I  hope  this  information  will  be  of  some  use  to  you.  If  you  are 
interested  in  more  details,  please  let  me  know. 
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Best  wishes  for  your  continued  success. 


Regards , 


Thomas  D. 


TDB/dag 


D^vid  Ferrel 
Page  3 
9/13/74 


Birchall 
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INFLATION :  CAUSES  AND  OPTIONS 

by 

Michael  Boretsky 
assisted  by 
Robert  McKibben 

INTRODUCTION 


President  Ford's  decision  to  hold  a  public  "summit” 
conference  on  hew  to  combat  inflation  offers  immense 
opportunities  to  make  a  genuine  break-through  in  the  fight 
against  the  nation's  enemy  #1,  but,  as  most  of  us  now 
realize,  it  is  not  free  of  potential  calamity. 

In  order  to  be  successful,  the  conference  must  be  preceded 
by  careful  study  and  planning  as  to  what  the  Government- -at  a 
minimum--must  achieve  with  the  conference  and  how.  Failing  to 
do  this  might  mean  an  immense  set-back  to  the  nation’s  hopes  to 
squash  the  enemy,  the  President,  and  even  to  the  world. 

In  a  hope  to  contribute  something  to  the  efficacy  of  this  study 
and  planning,  we  have  attempted  to  diagnose  this  inflation  in 
terms  of  the  apparent  composite  economic  forces  at  work,  the 
generic  forces  that  affect  these  economic  forces,  and  to  identify 
a  fairly  comprehensive  list  of  policy  options  that  might  be  used 
in  an  attempt  to  cope  with  the  problem. 

The  rationale  for  our  attempt  to  identify  the  generic  forces  at 
work  and  the  respective  policy  options  is  the  same  as  that  of 
medical  doctors  who  generally  try  to  identify  the  true  or  generic 
cause  of  a  patient's  disease  and  treat  him  accordingly,  if  they 
can,  rather  than  treating  the  symptoms;  treatment  of  a  disease  via 
symptoms  is  always  a  matter  of  chance. 


The  results  of  our  analysis,  set  forth  as  succinctly  as  possible, 
are  presented  in  the  attached  Synopsis  of  the  Principal  Forces 
Behind  the  Current  Inflation  and  Available  Policy  Options.  A 
number  of  propositions  made  in  this  synoposis,  especially  on 
points  which  we  feel  are  not  generally  known  or  properly 
understood,  are  amplified  with  additional  information  contained 
in  Appendices  A  through  L. 

In  broad  terms,  the  message  this  analysis  conveys  is  sixfold: 

1.  As  some  of  the  people  who  participated  in  the  economists' 
"pre-summit"  have  said,  there  is  no  "silver"  bullet  that  could 
kill  this  inflation. 
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2.  Most  of  the  generic  forces  that  have  caused  this  inflation 
are  either  long-term  or  prospectively  long-term,  and  the  only  way 
this  inflation  could  be  brought  under  reasonable^control  (reduced 
to  a  tolerable  rate)  is  through  a  reversal  or  at  least  mitigation 
of  the  impact  of  these  long-term  forces. 

3.  Needless  to  say,  whatever  takes  a  long  time  to  develop, 
it  usually  takes  a  long  time  to  be  undone.  This  implies  that  the 
current  inflationary  spiral  is  likely  to  be  with  us  for  a  long  time 
even  if  we  take  seriously  the  immediate  action.  The  longer  we  put 
off  doing  the  right  things  the  longer  this  inflation  will  be  with  us, 
and,  the  worse  repercussions  it  will  have  on  the  economy 

4.  The  only  way  we  could  speed  up  the  date  when  this  inflation 
is  under  reasonable  control  is  by  adopting,  in  addition  to  long-term 
measures  listed  in  the  synopsis,  a  sensible  wage--price--prof it--and 
interest  rate  guidelines  to  which  all  major  vested-interest-income-- 
groups  of  the  society  will  consent  and  reasonably  adhere  to.  An 
outline  of  how  a  guideline  might  be  formulated  is  set  forth  in 
option  *1-3.005.  The  "summit"  conference  offers  an  almost  ideal 
opportunity  to  secure  a  public  (vested  interest  groups 1 )  consensus 
on  such  or  similar  guidelines.  The  conference  will  be  a  huge 
success  if  it  achieved  such  a  consensus  and  nothing  more. 

5.  Any  attempt  to  achieve  the  speed-up  in  the  control  of  this 
inflation  by  means  of  another  wage  and  price  freeze  or  some  other 
mandatory  wage-price  controls,  as  many  advocate,  would  undoubtedly 
meet  with  failure,  and  most  probably,  prove  to  be  a  calamity  (see 
Item  1-3.0003  of  the  synopsis). 

6..  The  long  list  of  policy  measures  to  counter  the  generic 
forces  at  work  deemed  essential  for  an  effective  fight  of  inflation 
(options  marked  with  asterisk  on  pp.  4-13)  would  also  make  the 
economy  a  lot  stronger  and  the  society  a  lot  better  off  than  it  is 
today,  and  there  are  no  shortcuts  to  achieve  either  of  the  two 
objectives . 

The  alternative  to  pursuing  all  of  the  recommended  policies  is, 
obviously,  doing  nothing,  or,  as  some  of  the  "old-religion"  type 
of  analysts  and  policy  advisers  recommended,  to  let  this  inflation 
run  its  "natural"  course  and  burn  itself  out,  as  many  of  them  did 
in  the  past. 
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Prior  to  undertaking  our  analysis  we  crudely  tested  the  merit  of 
this  recommendation.  For  the  purpose  of  this  test  we  "fitted" 
indices  of  the  GNP  deflator  into  the  simple  exponential  growth 
formula,  on  one  hand,  and  into  three  S- shape  curve  formulas 
("modified  exponential,"  Gompertz,  and  logistic),  on  another. 

The  three  S-shape  curves  have  the  capability  of  discerning  the 
deceleration  if  it  is  present  in  the  series.  The  "fits"  indicate 
that  if  the  index  of  GNP  deflator  for  1965-1974  continued  to 
increase  along  the  path  of  a  simple  exponential  curve,  by  1980 
it  would  be  about  32  percent  higher  than  in  1974;  but  if  it 
continued  to  increase  along  the  path  of  the  three  S-shaped  curves, 
by  1980  it  would  be  between  42  and  46  percent  higher  than  in  1974. 
This  implies  that  any  hope  for  inflation  to  burn  itself  out  in  the 
near  future  is  wishful  thinking  and  the  policy  recommendation  of 
doing  nothing  would  be,  to  use  Arthur  Burns’  phrase,  a  policy  of 
peril  to  the  American  socio-economic  system.  Indeed,  additional 
inflation  by  some  45  percent  or  so  in  just  5  or  6  years  would  not 
only  make  some  20  million  or  so  "fixed-income"  retirees  virtual 
beggars,  but  also  make  large  numbers  of  "Middle  America"  living 
on  "semi-fixed"  income,  most  notably  university  professors,  all 
kinds  of  social  workers  and  clergy,  near-paupers.  Long  before  the 
time  this  would  be  statistically  demonstratable ,  the  disintegration 
process  of  the  American  socio-economic  system  would  be  well  underway. 
The  current  inflation  is  clearly  out  of  control  of  the  system.  The 
system  that  does  not  control  such  events  cannot  survive. 
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TABLE  A-l.  CHANGES  IN  PRODUCTIVITY  AND  COSTS  IN  THE  PRIVATE  ECONOMY 

1970-1974 


Item 

Percent 

Change 

from 

Previous  Year 

1970 

1971 

1972 

1973 

1973 

1974 

1 

il 

III 

TV 

I 

II 

Output  per  man-hour 

1.0 

4.1 

3.8 

2.9 

5.3 

3.5 

2.1 

0.8 

-2.6 

-2.0 

Compensation  per  man-hour 

7.6 

7.0 

6.8 

8.0 

7.9 

7.8 

8.0 

8.2 

6 . 6 

8.5 

Unit  labor  cost 

6.5 

2.8 

2.9 

5.0 

2.4 

4.2 

5.7 

7.4 

9.4 

10.8 

Unit  nonlabor  payments 

2.4 

5.6 

2.8 

7.0 

5.5 

6.4 

7.7 

8.4 

9.5 

8.3 

Hourly  compensation  in 

1967  dollars 

1.0 

3.5 

3.5 

1.4 

3.7 

2.2 

1.0 

-0.2 

-3.0 

-2.0 

Source:  U.S.  Bureau  of  Labor  Statistics 
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TABLE  A-2.  CONSUMER  AND  WHOLESALE  PRICE  CHANGES  FOR  SELECTED  ITEMS : 

1970-1974 


Percent 

Change  From  Previous 

Year 

Item 

1970 

1971 

1972 

1973 

March 

1974 

June 

Consumer  Prices 

All  Commodities 

4.7 

3.4 

2.9 

7.4 

11.8 

12.2 

Wholesale  Prices 

All  Commodities 

3.6 

3.1 

4.5 

13.7 

19.1 

13.9 

Manufactured  Goods 

3.7 

3.2 

3.6 

9.5 

14.2 

16.4 

Industrial  Comnkidities 

3.7 

3.6 

3.4 

7.7 

16.1 

21.0 

Source:  U.S.  Bureau  of  Labor  Statistics 


TABLE  A-3.  EXPECTED  VERSUS  ACTUAL  CHANGES  IN  PRICES  OF 
CAPITAL  GOODS  AND  OTHER  PRODUCTS,  1971-1974 


(Percent  Change  from  Prior  Year) 


Reporters 

1971 

Expected  Actual 

1972 

Expected  Actual 

1973 

Expected  Actual 

1974 

Expected  Actual 

Purchasers  of 
capital  goods, 
all  industries 

6.9 

7.0 

5.4 

5.9 

5.7 

8.1 

8.8 

NA 

— Durables  goods 
industries 

6.6 

7.0 

5.2 

5.7 

5.6 

7.4 

8.0 

NA 

— Nondurable  goods 
industries 

7.3 

7.1 

5.6 

6.1 

5.8 

8.8 

9.5 

NA 

Purchasers  of 
manufactured 
goods 

3.9 

3.0 

2.8 

2.3 

2.3 

5.6 

5.2 

NA 

Purchasers  of 
services  of 
public  utilities 

4.8 

5.7 

5.8 

5.7 

4.5 

6.9 

7.7 

NA 

Source:  Bureau  of  Economic  Analysis 

Expected  prices:  BEA  November-December  survey  of  preceding  year 
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APPENDIX  B.  SELECTED  STATISTICS  HEARING  ON  AGGREGATE  SUPPLY,  DEMAND  AMD  WHOLESALE  PRICES 
OF  AGRICULTURAL  PRODUCTS  IN  THE  U.S.:  1973  COMPARED  WITH  1965  AND  1970-1972 


Item 

1965 

1970 

1971 

1972 

1973 

Aev  Values  In  Current  Prices  and  Wholesale 

Price  Indexes: 

1.  Total  value  of  marketed  domestic  farm 
products  (equals  the  cash  receipts  of 
farmers  from  marketings),  $  billion 

39.3 

50.5 

53.1 

58.0 

80.9  . 
17.12/ 

2.  Exports  of  farm  products,  $  billion 

6.2 

7.2 

7.7 

9.4 

3.  Addition  to  (+)  or  subtraction  from  (-) 
inventories,  including  stockpiles, 

$  billion 

+0.5 

-1.4 

+1.1 

-0.6 

•  •  • 

4.  Imports  .of  agricultural  products, 

$  billion  . 

5.  Apparent  supply  to  domestic  market, P/ 

$  billion 

4.1 

5.8 

5.8 

6.5' 

8.2  §/ 

36.7 

50.5 

50.1 

55.7 

72.0 

5a.  Ditto,  per  capita  of  population,  $ 

188.9 

246.5 

242.0 

266.7 

342.0 

6.  Viholesale  price  index  of  farm  products, 

1967  =  100 

98.7 

111.0 

112.9 

125.0 

167.52/ 

'I.  Kev  Values  in  1967  Prices: 

7.  Total  value  of  marketed  domestic  farm 
products,  $  billion 

39.8 

45.5 

47.0 

46.4 

48.3 

3.  Exoorts  of  farm  products,  $  billion 

6.3 

6.5 

6.8 

7.5 

10.2 

9.  Addition  to  (+)  or  subtraction  from  (-) 
inventories,  including  stockpiles, 

$  billion  . 

+0.6 

-1.3 

+1.0 

-0.5 

•  •  • 

^ *  Apparent  supply  to  domestic  market 
$  billion 

37.1 

45.6 

44-2 

44.7 

43.0 

10a.  Ditto,  per  capita  of  population,  $ 

190.9 

222.6 

213.5 

214.0 

204.2 

10b.  Apparent  trend  in  per  capita  domestic 
demand,!-/  $ 

190.9 

210.0 

213.5 

217.6 

221.7 

I.  Selected  Ratios: 

11.  Real  growth  of  domestic  output  of 

market  products  from  preceding  year, 
percent 

1.3 

3.2 

3.3 

-1.3 

4.0 

12.  Exports  as  a  percent  of  the  total  value 
of  marketed  domestic  products 

12.3 

14.3 

14.5 

16.2 

21.1 

12a.  Growth  in  exports  in  current  prices  from 
preceding  year,  percent 

-1.9 

22.1 

6.2 

22.1 

82.0 

12b.  Real  growth  of  exports  from  preceding 
year,  percent 

-l.fc 

20.4 

4.6 

10.3 

36.0 

13.  Real  growth  of  apparent  supply  to 

domestic  market^/  from  preceding  year, 
percent 

+2.2 

+2.1 

+2.5 

-2.6 

-2.5 

13a.  Ditto,  per  capita  of  population 

+0.9 

+1.0 

+1.4 

-3.5 

-3.3 

14.  Ratio  of  apparent  per  capita -supply  to 
domestic  market  in  1967  prices  (item 

10a)  to  apparent  per  capita  demand 
implicit  in  the  1965-1971  trend 
(item  10b )^J 

1.00 

1.06 

1.00 

0.98 

0.92 

_5.  Growth  in  wholesale  price  index  from 
preceding  year,  percent 

+4.3 

+1.7 

+1.7 

+10.7 

+34.02/ 
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OF  AGRICULTURAL  PRODUCTS  IN  THE  U.S.:  1973  COMPARED  WITH  1965  AND  1970-1972— Cont . 


Connotates  nil  (either  addition  or  subtration) 

a /  Estimated  by  applying  the  ratio  of  January-June  1973  over  January-June  1972  to 
the  respective  value  or  index  for  1972. 

b/  Total  value  of  marketed  domestic  products  plus  imports  minus  exports,  plus 

subtraction  from  or  minus  addition  to  the  stockpiles.  In  estimating  this  series 
in  1967  prices  (Items  9  and  9a)  it  is  assumed  that  the  prices  of  imports  changed 
the  same  way  as  domestic  prices  which  is  not  necessarily  true.  The  resulting 
errors  in  the  respective  totals,  if  any,  however,  cannot  be  too  great  since 
imports  in  current  prices  represented  only  11  to  12  percent  of  the  total  supply. 

c /  Least  square  line  fitted  to  the  1965-1971  data,  yielding  growth  rate  of  1.9 

percent  per  year. 

d /  This  figure  (1.00  minus  the  posted  ratio)  indicates  a  probaoJLe  deficiency  of 

supply  to  domestic  market  in  terms  of  a  percent  of  the  demand. 

Sources  of  the  Data  in  Section  I. 

Item  1.  For  I965-I972,  U.S.  Department  of  Agriculture ,  as  reported  in  the  Economic 

Resort  of  the  President.  1973,  Table  C-81,  p.  287.  The  estimate  for  1973, 

$20.9  Billion,  is  based  on  the  Department's  projection  of  the  real  growth  of  total 

agricultural  output  in  1973  over  1972  (4  percent)  plus  Drice  increases  of  34  percent 

(Item  5). 


.m  2  and  4.  U.S.  Department  of  Commerce,  Bureau  of  the  Census  (consistent  with 
Tables  5,  6  and  9). 

Item  3.  U.S.  Department  of  Agriculture,  Economic  Research  Service  - 

Item  4  and  4a.  See  note  (b)  above.  The  1973  per  capita  supply  assumes  U.S. 
population  in  1973  to  be  about  210.5  million  (the  figure  supplied  by  the  Bureau  of 
the  Census). 


Item  5.  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics. 
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Identi¬ 

fied 

resources 


Hypo-  Minimum  anticipated 

thetical  cumulative  demand 

resources  1968-2000 

(million  tons,  un¬ 
less  otherwise  noted) 


Aluminum 

Asbestos 

Barite 

Chromium 

Clay 

Copper 

Fluorine 

Gold 

Gypsum 

Iron 

Lead 

Manganese 

Mercury 

Mica,  scrap 

Molybdenum 

Nickel 

Phosphate 

Sand  and  gravel 

Silver 

Sulfur 

Thorium 

Titanium 

Tungsten 

Uranium 

Vanadium 

Zinc 


290.0 

32.7 

25.3 
20.1 

2813.5 

96.4 
37.6 

(372,000,000)  Tr.  oz. 
719.8 
3280.0 
37.0 
47.0 

(2,600,000)  flasks 
6.0 
1.55 
8.1 
190.0 
56,800.0 

(3.7  billion)  Tr.  oz. 
530.0 
0.0275 
38.0 
0.55 
1.19 
0.42 
57.0 


Legend:  Multiples  of  minimum  anticipated 
cumulative  demand 


'not  estimated 


Potential  U.S.  resources  of  some  important 
minerals  in  relation  to  minimum  antici¬ 
pated  cumulative  demand  to  the  year  2000. 
Identified  resources  include  reserves  and 
other  deposits  that  may  be  exploitable  un¬ 
der  more  favorable  economic  conditions  or 
with  improvements  in  technology.  Hypo¬ 
thetical  resources  are  undiscovered  but 
geologically  predictable  materials.  (Source: 
U.S.  Geological  Survey  Professional  Paper 
820,  1973.) 


22  Technology  Review,  March/April  1974 
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EPA  plang.  to  submit  a  final  revised)  report  by  February  10,  1975.  At  the  time  of  this  writing  (September  11,  1974) 
a  copy  of  the  preliminary  ERA' report  could  not  be  obtained. 
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APPENDIX  E.  APPARENT  OUTFLOW  OF  CAPITAL  FROM 
THE  U.S.  FOR  LONG-TERM  INVESTMENT 


Year 

$  Billion 

7o  of  Gross  Private 
Fixed  Investment 

1968 

3.6 

2.8 

1969 

9.7 

6.9 

1970 

5.3 

3.8 

1971 

9.9 

6.4 

1972 

4.5 

2.5 

1973 

15.4 

7.6 

Source:  Derived  from  BEA r s  data  on  the  U.S.  investment 
position  abroad  (net)  periodically  published 
in  the  Survey  of  Current  Business.  The  outflow 
was  estimated  by  subtracting  U.S.  nonliquid 
liabilities  to  foreigners,  net  of  reinvested 
earnings,  from  U.S.  nonliquid  assets  abroad, 
net  of  reinvested  earning  and  obtaining  the 
year-to-year  changes  in  the  net  outflow. 
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FROM  THE 
SECRETARY 


Avoiding  'An  Illogical  Posture' 


While  we  are  deeply  occupied  in 
problems  and  issues  such  as  the 
state  of  the  economy  and  world 
diplomacy,  we  must  not  invite  shortfalls  in 
other  areas  of  vital  national  interest.  One 
such  area  is  the  nurture  of  science  and 
technology. 

Science  and  technology  form  the  basis  of 
man’s  ability  to  cope  with  the  needs  of  an 
increasingly  complex  society.  Without  sci¬ 
ence  and  technology,  the  practical  demands 
of  humanity  go  unanswered.  Two  examples 
of  areas  where  research  and  development 
are  required  comedo  mind.  We  must  develop 
a  viable  synthetiqifuels  industry.  We  must 
face  the  unresolved  question  of  material 
shortages  which  threaten  existing  industries. 
But  problems  such  as  these  continually  chal¬ 
lenge  our  society,  and  without  our  constant 
support,  scientists  and  technologists  can 
hardly  be  sought  at  the  peak  of  a  crisis  and 
asked  to  produce  answers  overnight. 

We  tend  to  be  crisis-oriented.  Without  a 
crisis,  such  as  World  War  II,  or  a  far-reach¬ 
ing  commitment,  such  as  the  space  program, 
we  assign  a  lower  priority  to  research  and 
development  than  scientists — or  the  public — 
deserve.  In  fact,  in  recent  years,  it  has  been 
voguish  to  portray  science  and  technology  as 
dehumanizing.  This  tendency  contrasts 
sharply  with  the  progressive  role  of  one  of 
our  most  important  fields  of  study. 

The  sudden  impact  of  the  oil  embargo 
came  like  a  cold  shower  shock.  But  we  have 
to  be  grateful  for  being  pointed  in  the  right 
direction.  Energy  independence  is  essential, 
we  are  now  discovering. 

We  have  seen  elsewhere  what  the  mar¬ 
shalling  of  our~research  and  development 
resources  and  skills  can  do.  Putting  man  od 
the  moon  was  one  such  project.  Integral  to 
that  accomplishment  was  the  will,  funding, 
and  organization  to  get  the  job  done. 

Similarly,  the  priority  we  give  to  science 
and  technology  will  have  a  direct  and  cor¬ 
responding  impact  on  our  supply  of  energy 


resources,  on  our  economy,  and  on  the  quality 
of  our  lives.  To  downgrade  scientific  research 
and  technological  development  is  to  deceler¬ 
ate  the  main  engine  that  gives  a  dynamic, 
wealth-generating  thrust  to  our  society.  This 
is  to  say  that  to  be  for  social  improvements, 
and  against  technology,  is,  to  put  it  mildly, 
an  illogical  posture. 

Our  status  internationally  is  also  depen¬ 
dent  upon  maintaining  our  superiority  in 
sophisticated  technology.  The  contribution 
of  the  aerospace  industry  is  just  one  example 
of  the  role  of  technology  in  our  trade  with 
other  nations.  Without  billions  of  dollars  in 
aerospace  exports  we  would  have  had  a 
deficit  trade  balance  every  year  since  1969. 
In  national  security,  too,  the  essential  ingre¬ 
dient  of  our  strength  is  the  sophistication  of 
our  research  and  development,  an  element  of 
our  strength  which  is  respected  throughout 
the  world. 

The  energy  crisis  demonstrated  the  inter¬ 
dependence  of  our  national  security  and  our 
capabilities  in  the  development  of  new 
energy  resources.  The  Arab  oil  embargo 
dramatized  our  relationship  with  the  Middle 
East  and  our  dependence  upon  foreign 
energy  resources  to  maintain  our  position  as 
world  leader.  Now  that  the  embargo  has 
ended,  we  should  be  more  determined  than 
ever  to  demonstrate  our  priorities  in  energy 
research  and  development  and  in  striving  to 
achieve  the  goals  of  Project  Independence. 

Two  years  ago,  President  Nixon  delivered 
a  message  to  Congress  on  the  continuing 
importance  of  science  and  technology  to 
national  progress.  It  is  timely  to  repeat  his 
emphasis  that  “.  .  .  the  impact  of  new  tech¬ 
nology  can  do  much  to  enrich  the  quality  of 
our  lives.  The  forces  which  threaten  that 
quality  will  be  growing  at  a  dramatic  pace  in 
the  years  ahead.  One  of  the  great  questions 
of  our  time  is  whether  our  capacity  to  deal 
with  these  forces  will  grow  at  a  similar  rate. 
The  answer  to  that  question  lies  in  our  scien¬ 
tific  and  technological  progress.” 
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U.S.  TECHNOLOGY:  WILL  TAKXNG-IT -FOR-GRANTED  CHANGE  OUR  HISTORY? 

A  POLITICAL  ECONOMIST'S  VIEW* 

by 

Michael  Boretsky 
U.S.  Department  of  Commerce 

INTRODUCTION 


Up  until  the  civil  war,  the  United  States  was  what  we  would  mow  call  an 

and 

underdeveloped  country,  \  its  technology,  with  few  exceptions,  was  no  more  than  a 
poor  offset  renditon  of  Europe's  technology.  Abundant  natural  resources^ however, 
coupled  with  Alexander  Hamilton's  policy  of  industrialization, ^  which  the  country 
vigorously  pursued  from  the  time  of  the  Revolution  until  about  the  end  of  World 
War  H,  plus  an  otherwise  positive  attitude  toward  technological  and  industrial 
development  on  the  part  of  Government  and  society  at  large,  had  made  it  a  rapidly 
developing  country  (by  the  standards  of  the  time,  at  least).  The  most  relevant 
historical  evidence  suggests  that  American  technology  reached  parity  with  Europe  by 
1870  or  thereabout;  by  the  turn  of  the  century  it  was  in  most  respects  higher  than 
Europe's;  and  by  the  end  of  World  War  IT  it  had  became  a  literal  "wonder"  to  the  rest 


*This  article  represents  a  modified  version  of  the  author’s  lead-paper  presented 
at  the  27th  meeting  of  the  National  Conference  on  the  Administration  of  Research  held 
in  Montreal,  Canada,  in  September  1973.  The  views  expressed  therein,  based  on  a 
study  of  interest  to  and  sponsored  by  the  Department  of  Commerce,  are  those  of  the 
author  and  do  not  necessarily  represent  the  views  of  the  Department  or  any  other 
agency  of  the  U.S.  Government.  In  the  study  the  author  was  assisted  by 
Robert  G.  McKibben. 

^Promotion  of  immigration  of  industrious  and  technologically-skilled  manpower, 
import  of  capital,  and  protection  of  "infant"  industries.  Of  the  three  elements  of 
Hamiltonian  policy,  economic  historians  usually  emphasize  the  protection  of  "infant" 
industries.  His  Report  on  the  Subject  of  Manufactures,  submitted  to  Congress  on 
December  5,  1791,  in  his  capacity  as  Secretary  of  the  Treasury,  does  not  emphasize 
it  any  more  than  the  other  two.  In  fact  all  three  would  seem  to  have  been  to  him 
equal  and  indispensable  elements  of  overall  policy.  (Cf.,  Alexander  Hamilton,  Report 
on  Manufactures,  Boston:  A  reprint  by  the  Home  Market  Club,  1892). 
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of  the  world.  Parallel  with  this  technological  development ,  and  because  of  it, 

America  grew  into  the  number  one  world  power — economically,  politically  and 
militarily. 

Toward  the  end  of  1960's,  and  especially  since  1971*  however,  a  number  of 
societal  attitudes  toward  technology,  on  one  hand,  and  quite  a  few  unfavorable 
economic  trends  implying  similarly  unfavorable  trends  in  technology,  on  the  other, 
have  induced  considerable  speculation  about  America's  economic  and  political  future. 
Unlike  that  of  the  past  two  decades  or  so,  the  present  concern  is  not  with  the 
country's  technology  relevant  to  defense  and  the  conquest  of  space,  but  with  technology 
relevant  to  the  quality  of  life  in  society  at  large,  as  well  as,  more  specifically, 
productivity,  and  commercial  markets  at  home  and  abroad. 

The  debate  in  question  has  been  underway  now  for  some  three  years  or  so. 

Despite  this  length  of  time,  however,  there  is  still  considerable  confusion  as  to 
the  real  state  of  affairs  in  U.S.  technology,  and  an  almost  unbelievable  amount  of 
confusion  as  to  what  precisely  the  problems  are,  the  reasons  for  these  problems,  and 
what  can  and  should  be  done  about  them. 

There  are  people  who  argue  that  the  United  States'  rate  of  technological 
progress  is  heading  downward,  that  the  country's  technological  leadership  in  the 
world's  rapidly  disappearing  and  that  in  "technological  prowess,"  they  predict,  the 
•United  States  will  became  "just  another  industrialized  country"  in  a  matter  of  a  few 
years . 

Others  would  seem  to  hold  just  the  opposite  view:  There  is  absolutely  nothing 
wrong  with  U.S.  technology.  To  "prove"  this  view,  they  invariably  cite  the  fact  that 
Japan,  at  1  European  countries  and  Canada  have  been  buying  and  otherwise  importing  U.S. 
technology  en  masse,  and  more  recently  the  USSR  has  started  doing  the  same.  If  there 
were  something  wrong  with  U.S.  technology,  they  contend >foreign  countries  would  not 
buy  it. 
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There  are  still  others  who  argue  that  even  if  the  United  States  were  losing 
technological  preeminence,  there  is  nothing  to  worry  about  because,  first,  it  is 
probably  inevitable,  and,  to  some  degree,  desirable;  secondly,  U.S.  technology  is 
so  much  more  advanced  than  the  other  countries  that  it  will  take  quite  some  time 
for  them  to  advance  anywhere  near  the  U.S.  level;  and,  thirdly,  the  U.S.  economy 
has  strengths  other  than  technology. 

In  an  attempt  to  resolve  these  conflicting  viewpoints  and  to  assess  just  where 
the  United  States  stands  and  seems  headed  on  the  technological  totebard  of  comparative 
economic  advantage,  I  shall  try  to  give  a  brief  analysis  of  facts  bearing  on  the 
current  state  of  U.S.  technology,  the  problems  to  be  faced,  and  the  apparent  causes 
of  these  problems. 

CURRENT  STATE  OF  U.S.  TECHNOLOGY 

The  only  way  to  meaningfully  define  the  state  of  a  country's  technology  at  any 
single  point  in  time  is  by  reference  to  the  country's  own  historical  performance  and 
the  state  of  relevant  affairs  abroad  at  the  time  in  question. 

In  reference  to  its  own  historical  performance,  there  is  no  question  that  one 
current  level  of  U.S.  technological  development  is  higher  than  it  has  even  been. 

For  example,  in  1972,  U.S.  consumption  of  BTU's  for  productive  purposes  per  civilian 
person  employed  in  the  private  economy,  which  is  probably  the  single  most  compre¬ 
hensive  indicator  of  overall  relative  technological  advancement,  or  at  least  relative 
technological  intensity,  that  we  have,  was  about  62  percent  higher  than  in  1950 
(1950  =  100,  1972  =  162),  and  private  GNP  (in  constant  prices)  per  person  employed  in 
the  private  economy  was  74  percent  higher. 

The  reason  for  this  apparently  close  correlation  between  these  two  indicators  is 
that,  historically,  at  least  to  date,  the  essence  of  most  innovations  in  civilian 
technology  has  been  the  substitution,  usually  in  all  kinds  of  equipment  and  mechanical 
implements,  of  BTU's  for  human  and  animal  energy.  The  ratio  between  the  two  figures, 
0.93  to  1,  might  not  be  a  precise  measure  of  the  dependence  of  the  output  per  man  on  the 
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TABLE  1 

COMPARISON  OF  INTERNATIONAL  DISPARITIES 
IN  RELATIVE  CONSUMPTION  OF  PRIMARY  ENERGY 
SOURCES  OTHER  THAN  MOTOR  GASOLINE  PER 
CIVILIAN  PERSON  EMPLOYED  AND  RELATIVE  GNP 
PER  CIVILIAN  PERSON  EMPLOYED®) ,  SELECTED 
COUNTRIES,  1970 


Ratio  of  U.S.  to 
Foreign  Country's 
Consumption  of 
Primary  Energy 
Sources  other 

Ratio  of  U.S.  to 

than  Motor  Gasoline 

Foreign  Country's 

per  Civilian  Person 
Employed  in  the 

GNP  per  Civilian 
Person  Employed  in 
the  Economy3' 

Country 

Economy 

France 

2.8 

1.4 

West  Germany 

2 . 2 

1 . 8 

Belgium 

1.4 

1.6 

Netherlands 

1 . 6 

1.7 

Italy 

3.2 

2.1 

United  Kingdom 

2.1 

2 . 1 

Unweighted  Average 
for  the  6  West 
European  Countries 

2.0 

1.7 

Canada 

1.2 

1.2 

Japan 

USSR 

3.6 

3.2^) 

3.1 

3.4b) 

a)  GNP  valued  in  dollars  of  comparable  purchasing  power. 

b)  1969 ,  relative  consumption  of  energy  for  productive 
purposes . 


Department  of  Commerce,  OECD  and  individual 
country  data. 


Sources : 
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consumption  of  BTU's  per  man,  and,  hence,  technology,  but  this  dependence  is 
unquestionably  very  high. 

Similar  indicators  show  that  U.S.  technology  is  also  still  much  more  advanced 
or  at  least  much  more  intensive  than  the  technology  of  any  other  country.  (See 
Table  1.  The  estimates  in  the  table  refer  to  1970,  but  these  relatives  could  not 
have  changed  enough  in  three  years  to  invalidate  this  conclusion.)  Based  on  a 
variety  of  other  data,  which,  because  of  space  limitations,  cannot  be  presented  here, 

I  also  conclude  that  as  of  now  there  are  hardly  any  economically  important  product  or 
service  lines  in  which  the  quality  of  U.S.  technological  know-how  would  not  equal 
or  excel  that  anywhere  abroad. 

This  conclusion  might  be  reassuring  to  most  Americans,  and  incite  envy  in  most 
foreigners,  but  numerous  economic  and  social  trends  show  clearly  that  U.S.  technology 
faces  many  serious  problems.  The  most  far-reaching  among  these  problems  are  the  decline 
in  U.S.  productivity  growth,  both  of  labor  and  capital,  and  the  deterioration  in  the 
U.S.  foreign  trade  posit iqa. 

Decline  in  Growth  of  Productivity  of  Labor  and  Capital 

The  importance  of  the  decline  of  productivity  growth  of  both  labor  and 
capital  derives  from  the  fact  that  both  are  practically  the  only  source  of  growth 
in  the  country's  material  well-being.  Without  growth  in  productivity,  money  income 
might  be  increasing,  but  real  income,  or  real  material  well  being,  will  not.  The 
critical  dependence  of  labor  productivity  growth  on  technology  has  been  alluded  to 
in  my  preceding  comparisons  of  consumption  of  BTU's  with  output  per  man.  The  same 
is  by  and  large  true  for  capital  productivity.  At  least  conceptually,  the  only  time 
capital  productivity  can  grow  is  when  the  efficiency  of  new  capital  goods  (plant  and 
equipment)  grows  faster  than  prices  of  these  goods,  and  this  can  happen  only  when  the 
economic  value  of  resource-saving  technological  innovations  embodied  in  new  capital 
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TABLE  2.  COMPARATIVE  RATE  OF  GROWTH  IN  GNP  PER  CIVILIAN 
PERSON  EMPLOYED,  %  PER  YEAR,  SELECTED  PERIODS,  1870-1971 


Country 

1870-1950 

1950-1965 

1965-1971 

United  States 

2.4 

2.5 

1.3 

France 

1.7 

4.6 

4.9 

West  Germany 

1.6 

4.8 

4.3 

Belgium 

1.6 

3.0 

3.7 

Netherlands 

1.1 

3.7 

4.7 

Italy 

1.5 

5.5 

5.7 

United  Kingdom 
Unweighted  Average 

6  West  Eurooean 

1.6 

for  the 

2.2 

2.5 

Countries 

1.5 

4.0 

4.3 

USSR  (Russia) 

ll7  a/ 

4.2 

4.3 

Japan 

1.4  a / 

6.8 

9.6 

a /  Growth  in  per  capita  GNP. 

Sources:  U.N.;  OECD;  Angus  Madaxson,  Economic  Growth  in  the  West,  The 
Twentieth  Century  Fund,  1964;  Idem,  "Comparative  Productivity 
Levels  in  the  Developed  Countries,"  Banca  Nasionale  del  Lavoro 
Quarterly  Review,  No.  83,  December  1967;  Edward  F.  Denison,  Why 
Growth  Rates  Differ,  The  Brookings  Institution,  1967;  M.  Bomstein, 

A  Comparison  of  Soviet  and  the  U.S.  National  Product ,  JEC,  1959; 

Peter  G.  Peterson,  Secretary  of  Commerce,  U.S. -Soviet  Commercial 
Relationships  in  A  New  Era,  August  1972;  Murray  Feshbach,  "Manpower 
in  the  USSR:  A  Survey  of  Recent  Trends  and  Prospects,"  New  Directions 
in  the  Soviet  Economy,  Part  III,  Joint  Economic  Committee,  1966,  and 
subsequent  communications;  and  individual  country  data. 


Fig.  1.  Comparative  Output  (GNP)  Per  Civilian  Person  Employed,  1870-1985 
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TABLE  3.  ESTIMATES  BEARING  ON  TRENDS  IN  CAPITAL  PRODUCTIVITY  AND  RELATIVE  CAPITAL 
REQUIREMENTS  IN  U.S.  PRIVATE  ECONOMY:  SELECTED  PERIODS,  1947-1973 


Item 

1947-1965 

1965-1973 

1. 

Average  Annual  Growth  of  Private 

GNP  In  Constant  Dollars,  Percent 

3.9 

3.9 

2. 

Average  Annual  Growth  of 

Employment  in  Private  Economy, 

Percent 

0.9 

1.9 

3. 

Average  Annual  Growth  of  Private 
Nonresidential  Business  Capital 

Stock  (Gross  Value  of  Plant  and 

Equipment)  in  Constant  Dollars, 

Percent 

3.3 

4.2 

4. 

Average  Annual  Growth  in  Private 

GNP  per  Person  Employed,  Percent 

3.0 

2.0 

5. 

Average  Annual  GrowtJh  in  Value 
of  Private  Nonresidential 

Capital  Stock  per  Person 

Employed  in  the  Private  Economy,  Percent 

2.4 

2.3.  

6. 

Ratio  of  Average  Annual  Growth 
of  Private  Nonresidential 

Capital  Stock  (item  3)  to 

Growth  of  Private  GNP  (item  l) 

0.85 

1.08 

7. 

Ratio  of  Average  Annual  Growth 
of  Private  Nonresidential  Capital 

Stock  per  Person  Employed 
(item  5)  to  Growth  of  Private 

GNP  per  Person  Employed  (item  4) 

0.80 

1.15 

Sources:  U.S.  Department  of  Commerce  and  the  Bureau  of  Labor  Statistics 


TABLE  4 .  DATA  BEARING  ON  HTTERNATIONAL  DISPARITIES  IN  PRODUCTIVITY  GROWTH  OF  FIXED 
NONRESIDENT IAL  CAPITAL  INVESTTSNT :  SELECTED  COUNTRIES,  1955-1971 
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TABLE  4A.  INTERNATIONAL  DISPARITIES  IN  FIXED  N0NRE5IDENTIAL 
INVESTMENT  AS  A  PERCENT  OF  GNP,^  SELECTED  YEARS  1955-1971 


Country 

1955 

I960 

1965 

1969 

1971 

United  States 

12.1 

12.0 

13.1 

13.1 

13.1 

France 

12.2 

14.7 

16.6 

19.6 

20.1 

West  Germany 

16.7 

18.8 

21.0 

21.1 

21.7 

Belgium-Luxembourg 

13.3 

14.1 

15.2 

16.3 

15.7 

Netherlands 

17.8 

18.9 

20.2 

22.1 

20.8 

Italy 

13.8 

15.5 

12.4 

13.1 

13.7 

COMMON  MARKET,  Total 

14.9 

3.6.6 

3-7.7 

3.8.5 

•19.3 

United  Kingdom 

10.6 

12.7 

14.3 

14.9 

14.8 

Canada 

17.9 

18.8 

19.8 

18.2 

18.0 

Japan 

15.1 

23.4 

26.2 

31.8 

31.9 

USSR^/ 

18.2 

23.7 

26.1 

27.6 

29.9 

Unweighted  Average  for  the 

9  Foreign  Countries 

15.1 

17.8 

19.1 

20.5 

20.7 

a/  Derived  from  data  in  1963  prices, 
b /  Derived  from  estimates  valued  in  1963  U.S.  dollars. 

Sources : 

Western  Countries:  EEC,  National  Income  Accounts  1950-1971;  OECD,  National  Accounts 
of  OECD  Countries,  1953-1969;  OECD,  National  Accounts  of  OECD  Countries,  1960_t19ZQJ 
OECD,  Main  Economic  Indicators,  selected  issues;  Statistics  Canada, .Canadian 
Statistical  Review,  selected  issues;  U.S.,  Statistical  Abstract  of  the  United  States, 
1~972;  HMSO,  Annual  Abstract  of  Statistics,  1972;  OECD,  Manpower  Statistics  I954-I964, 
Paris  1971 ;  and  OECD,  Labour  Force  Statistics,  1959-1970,  Paris  1972. 

USSR:  M.  Bornstein,  "A  Comparison  of  Soviet  and  the  U.S.  National  Product,"  Comparisons 
of  the  United  States  and  Soviet  Economies,  Joint  Economic  Committee,  Congress  of  the 
United  States,  Part  II,  1959;  CIA,  A  Comparison  of  Capital  Investment  in  the  U.3._and 
the  USSR  1950-1959,  February  1961  and  subsequent  unclassified  communications;  Murray 
Feshbach,  "  Manpower  in  the  USSR:  A  Survey  of  Recent  Trends  and  Prospects,"  New 
Directions  in  the  Soviet  Economy,  Part  III,  Joint  Economic  Committee,  1966,  and 
subsequent  communications;  and  Peter  G.  Peterson,  Secretary  of  Commerce,  U.S. -Soviet 
Commercial  Relationships  in  A  New  Era,  August  1972.  In  converting  1955  rubles  into 
1963  U.S.  dollars  the  following  conversion  factors  were  used:  GNP — $1.38  per  ruble; 
nonresidential  fixed  investment — $2.00  per  ruble. 
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goods  exceeds  the  cost  of  innovations.  Both  are  generally  recognized  by  most 

p 

economists.  Table  2  provides  estimates  of  comparative  rates  of  growth  of  GNP  per 
civilian  person  employed  in  the  United  States  vis-a-vis  other  countries  in  selected 
periods  over  a  span  of  more  than  one  hundred  years — between  1870  and  1971;  and 
Figure  1  shows  the  approximate  comparative  level  of  the  value  of  GNP  per  person 
employed  in  dollars  of  comparable  purchasing  power  at  selected  points  in  time  over 
the  same  hundred  years  and  a  projection  of  what  these  comparative  levels  are  likely 
to  be  by  1985.  Tables  3  and  4  give  estimates  bearing  on  the  recent  decline  in  U.S. 
capital  productivity  relative  to  both  the  U.S. -earlier  period  going  back  to  1947 
(Table  3)  and  to  other  countries  (Table  4). 

Viewing  the  information  in  Table  2  and  Figure  1  from  the  perspective  of  U.S. 
historical  performance  we  should  note,  first  of  all,  that  for  about  20  years 
following  World  War  II  the  United  States  maintained  about  the  same  rate  of  labor 
productivity  growth  as  the  average  of  the  preceding  80-plus  years  (2.4  to  2.5  percent 
per  year).  This  greatly  contributed  to  the  United  States  becoming  the  world's 
foremost  economic  power.  In  the  1965-1971  period,  however,  our  growth  rate  slipped 
to  about  one-half  of  this  long-term  average.  From  1965  through  1973,  which 
included  the  two  most  recent  "boom"  years  when  labor  productivity  presumably  should 
have  "zoomed,"  our  growth  rate  averaged  1.7  percent  per  year,  slightly  better  than 
in  1965-1971,  but  still  30  percent  or  so  less  than  the  preceding  long-term  average. 

Table  3  shows  that  the  decline  in  the  growth  of  labor  productivity  in  1965-1973 
was  paralleled  by  a  decline  in  capital  productivity  (items  6  and  7). 

Most  economists  argue  that  this  decline  was  strictly  cyclical,  induced  by  policy 
measures  that  restrained  the  growth  in  output  in  1969  and  1970.  They  also  further 

2Cf.,  e.g.,  W.E.G.  Salter,  Productivity  and  Technical  Change,  Monograph  6, 
Cambridge,  England:  Cambridge  University  Press,  I960,  passim;  and  Edward  F.  Denison, 
The  Sources  of  Economic  Growth  in  the  United  States  and  the  Alternatives  Before  Us. 

CED,  1962,  p.  265,  and  Why  Growth  Rates  Differ,  The  Brookings  Institution,  1967 

p.  298. 
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assert  that  the  long-term  rate  will  resume  once  the  growth  in  total  output  resumes 
its  normal  path.  As  William  D.  Nordhaus^  has  demonstrated,  however,  this  slowdown 
contains  a  substantial  long-term  element,  and  one  that  is  and  not  automatically 
reversible.  The  most  persuasive  prima  facie  observation  favoring  the  Nordhaus 
argument  is  the  fact  that  no  labor-productivity-growth-slowdown  in  U.S.  history, 
for  which  we  have  statistics,  including  the  Great  Depression  (1929-1939),  was 
greater  than  20  percent  of  the  long-term  average,  compared  with  about  30  to  50 
percent  in  the  1965-1971  or  1973  period,  most  of  which  was  not  recessionary. 

Moreover,  even  a  resumption  of  the  long-term  rate,  however  impressive  it  might 
have  been  in  the  past,  would  be  far  from  sufficient  for  the  country's  comfort  in 
the  years  to  come.  As  is  evident  in  Figure  1,  the  United  States  gained  the  peak 
of  its  economic  preeminence  in  the  world  by  about  1950,  largely  because  its  labor 
productivity  growth  in  the  preceding  80— plus  years  was  a  mere  9/10  of  one 
percentage  point  higher  than  the  average  abroad  (2.4  percent  in  the  United  States 
versus  about  1.5  percent  abroad).  Continuation  of  essentially  the  same  rate  in 
the  1950-1965  period,  however,  produced  a  decline  in  the  relative  position  of  the 
United  States  vis-a-vis  the  other  countries  at  a  rate  about  the  same  as  the  rate  of 
our  gain  in  1870-1950  because  the  other  countries  more  than  tripled  their  rate  of 
productivity  growth.  The  decline  in  U.S.  labor  productivity  growth  to  about 
1.3  percent  per  year  in  the  1965-1971  period,  coupled  with  a  further  speed  up  of  this 
growth  abroad,  accelerated  the  United  States  loss  of  eminence  at  a  rate  more  than  1  l/2 
times  faster  than  it  took  to  obtain  the  preeminent  position  in  the  years  prior 

to  1950. 

All  these  unfavorable  trends  have  tremendous  implications  for  the  country's 
future  growth  in  well-being,  its  relative  position  in  the  world-both  economic  and 
political,  the  future  inflation  pressures,  and  the  like.  The  decline  in  capital 

3cf.,  William  D.  Nordhaus,  "The  Recent  Productivity  Slowdown,"  Brookings  Papers 
on  Economic  Activity,  1972,  #3,  PP-  493-536. 
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productivity  (which  is  the  same  thing  as  progressive  growth  in  relative  capital 
requirements)  implies,  it  should  be  noted,  that  the  progressively  growing  shortages 
of  "investible  funds"  and  interest  rates  hitting  double-digit  levels  which  we  have 
been  witnessing  since  the  middle  1960's  is  not  a  short  term  phenomenon  but  a  result 
of  long-term  forces  at  work  in  the  economy,  namely,  private  propensity  to  save  and 
business  profit  rates  remaining  essentially  at  pre-1965  levels,  while  the  capital 
requirements  per  unit  of  additional  capacity  grows.  And,  these  trends  are  more  than 
likely  to  continue  unless  the  generic  forces  causing  them  are  reversed.  Moreover,  the 
new  capital-intensive  programs  that  have  been  launched  quite  recently,  such  as  the 
intensified  environmental  pollution  control  and  "Project  Independence,"  are  likely 
to  substantially  worsen  these  trends. 

There  is  hardly  any  question  that  the  principal  generic  force  behind  all  these 
unfavorable  trends,  so  far,  is  the  decline  in  the  country's  rate  of  "civilian-life- 
oriented"  technological  advance  relative  to  both  the  U.S.'s  own  past  performance  and 
the  current  performance  of  other  industrialized  countries.  The  only  way  to  reverse 
these  trends  is  to  reverse  the  decline  in  the  rate  of  the  U.S.  technological  advance. 

Deterioration  in  U.S.  Trade  Position 

To  most  economists,  and  Government  officials  and  politicians  who  rely  on  the 
advice  of  these  economists,  the  deterioration  in  the  U.S.  trade  position  which  became 
visible  in  1971  and  1972  represents  a  part  of  the  productivity  problem;  technology,  in 
this  view,  is  assumed  to  have  contributed  to  this  deterioration  only  to  the  extent 
to  which  it  adversely  affected  the  productivity  of  industries  engaged  in  the 
production  of  internationally  traded  goods.  Though  seemingly  in  line  with  the 
established  theory  of  international  trade,  this  view  is  wanting  for  at  least  three 
reasons : 

(l)  The  trade-executing  mechanism  is  not  comparative  productivity  and  changes 
therein,  but  their  inverse— changes  in  comparative  costs  and/or  relative  price 
levels.  Though  growth  in  productivity,  as  was  shown  in  the  preceding  section,  has 
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been  much  faster  abroad  than  in  the  United  States  throughout  the  post  World  War  II 
period,  the  rate  of  inflation  (price  rises)  has  been  much  lower  in  the  United  States 

than  abroad.^" 

(2)  Technology  affects  a  country's  foreign  trade  not  only  through  productivity 
and,  hence,  prices,  but  also  more  directly— via  exports  and  lnports  of  products 
embodying  superior  or  unique  technological  know-how,  the  demand  for  which  tends  to 
be  a  function  not  so  much  of  the  products'  formal  prices  as  of  the  relative  quality 
of  the  know-how  in  question.  For  an  example,  I  refer  to  such  U.S.  products  as  the 
Boeing  747  aircraft  and  enriched  uranium.  The  United  States  enjoys  substantial 
trade  surpluses  in  both,  and  this  Is  not  because  the  productivity  o±  U.S.  workers 
producing  these  products  is  high  or  that  the  prices  of  these  products  are  low  but 
because  the  quality  of  the  U.S.  know-how  embodied  in  these  products  is  either  unique 
or  superior  to  that  possessed  by  other  countries. 

Conceptually,  a  superior  technological  know-how  embodied  in  a  particular  product 
might  be  equated  with  a  tangible  surplus  value  which  the  buyer  gets,  either  in  the 
form  of  the  product's  greater  economic  efficiency  compared  with  similar  products 
embodying  less  advanced  technology  in  the  case  of  capital  goods,  or  greater 
satisfaction  on  the  part  of  consumer  in  the  case  of  consumer  goods.  This  surplus 
value  is  the  reason  that  people  buy  products  embodying  advanced  technology,  and  mostly 
at  prices  much  higher  than  the  price  of  similar  products  embodying  inferior  know-how. 
Indeed,  I  am  told  that,  for  example,  the  greater  reliability  of  U.S. -made  industrial 
equipment  alone,  compared  with  otherwise  identical  foreign -made  equipment,  frequently 
commands  a  price  premium  of  20  percent  or  more. 

^-This  is  true  in  terms  of  al  1  commonly  used  indicators  of  inflation,  such  as 
GUP  deflator,  wholesale  price  index  and  consumer  price  index,  except  in  terms  of 
changes  in  unit  export  values.  As  the  U.S.  Bureau  of  Labor  Statistics  has  recently 
demonstrated,  however ,  the -index  of  unit  export  values  is  totally  meaningless.  C£., 
Department  of  Labor  Bulletin  No.  71-363*  dated  June  30,  1971  j  No.  72-lo,  dated 
January  14  j  1972. 
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™“G§SUP^MDUltAEr^I^2™“E  BY  MJ°R 


(Values  in  Billions  of  Dollars) 


Commodity  Group 

1951-1955 

(Average )  1962  1965  1971  1972 

Agricultural  Products 

Exports^ 

3.2  5.0  6.2  7.7  9.4 

4.4  3.9  _ 4il - IS - ^2 - 

Balance 

Minerals,  fuels  and  other 
raw  materials 

Exports^ 

Tm  m  r+.  ^ 

-1.2  1.1  2.1  1.9  3.2 

1  3  2.1  2.6  3.8  4.3 

3.3  4.5  5.4  7.9  10-1 

Balance 

Not  technology -intensive 

manufactured  products 

Exports^ 

-2.6  -2.4  -2.8  -4.1  -5.8 

3.7  3.5  4.4  6.3  7*1 

to  5.1  7.4  14-6  17.8 

Balance 

Technology-intensive 

manufactured  products 

Exports^1 

1.8  -1.6  -3.0  -B.3  -10.  / 

6.6  10.2  13-0  24.2  26.6 

o.o  2.5  3.9  15-9  ...19,9 

Balance  . 

All  Commodities  ^ 

Exports5^ 

5.7  7-7.  9-1  8.3  6.  / 

15.5  21.7  27.5  44.1  49.8 

10.9  16.5  21.4  45.6  59-6  , 

Bslahci  H  4.6  - - 12 - iO - 

§/ 

*/ 


Include  the  four  commodity  groups  shown  above  plus  "goods  ana  transactions 

lot  classified  according  to  kind"  and  reexports.  ^  ,  .  , 

J.S.  exports  include  "non-commercial"  shipments,  sucn  as  military  granu/aid, 
shipments  of  agricultural  commodities  under  Public  Law  480,  etc. 


Source:  U.5.  Department  of  Commerce 
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(3)  Apart  from  relative  price  levels  and  relative  quality  of  technological 
know-how  other  than  that  -working  through  productivity  and  prices,  a  country's 
foreign  trade  is  also  affected  by  its  endowment  of  natural  resources  relative  to 
its  needs.  The  more  abundant  the  country's  resources,  such  as  oil,  relative  to 
its  needs,  the  more  of  these  resources  it  is  likely  to  export  and  the  less  it  will 
import . 

The  commodity  detail  and  time  scale  of  Table  5  maps  out  the  minimum  role  of 
technology  in  U.S.  trade  and  the  principal  forces  behind  the  deterioration  in  the 
U.S.  trade  position. 

Of  primary  interest  to  this  analysis  are,  of  course,  what  I  define  as 
technology  intensive  manufacturing  products.  This  product  group  includes: 
chemicals;  nonelectric  machinery;  electrical  machinery  and  apparatus,  including 
electronics;  all  types  of  transportation  equipment,  including  aircraft  and 
automobiles;  and  scientific  and  professional  instruments  and  controls.  The  chief 
criterion  in  designating  these  products  as  technology-intensive  is  the  relative 
intensity  of  the  new-technology-generating  inputs  used  in  their  production— research 
and  development,  scientific  and  engineering  manpower  used  in  functions  other  than 
R  &  D  (design,  production  supervision,  customer  services,  etc.),  and  the  relative 
level  of  workers '  skill . 

In  the  United  States,  the  industries  manufacturing  technology-intensive  products 
spend  about  11  to  12  times  as  great  a  proportion  of  their  value-added  on  R  &  D  as  do 
industries  manufacturing  nontechnology-intensive  products;  the  employment  of  scientists, 
engineers  and  technicians  in  functions  other  than  R  &  D  relative  to  production  workers 
in  industries  manufacturing  these  products  is  almost  5  times  as  great  as  in  the  ooher 
manufacturing  industries;  and  the  employment  of  craftsmen  relative  to  "operatives  and 
laborers"  is  same  70  percent  or  so  greater  than  in  the  other  industries. 

Moreover,  the  industries  manufacturing  these  products  are  not  only  the  primary 
users  of  the  new-technology-generating  inputs,  but  also,  unquestionably  the  primary 
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domestic  originators  of  technological  innovations,  and  this  not  only  for  tneir 
own  use  but  for  all  other  sectors  of  the  economy  through  the  equipment,  instruments, 
and  synthetic  materials  embodying  innovations  they  supply.  Internationally,  the 
disparities  in  technological  prowess  "among  the  industrialized  countries  are  largely 

concentrated  in  these  industries . 

This  commodity  group  is  clearly  the  only  one  that  has  consistently  yielded 
surpluses  which  have  covered  deficits  in  trade  with  other  carmnodity  groups  as  well 
as  deficits  arising  from  other  U.S.  financial  transactions  with  foreign  countries. 

The  gross  surplus  yielded  by  trade  in  this  commodity  group  averaged  $5.7  billion  in 
1951-1955,  $7.7  billion  in  1962,  and  reached  $9.1  billion  in  1965.  From  1965  until 
1970  it  fluctuated  between  $9.1  and  $9.4  billion.  In  1971,  however,  the  surplus 

slipped  to  $8.3  billion  and  in  1972  to  about  $6.7  billion. 

From  this  it  must  be  concluded  that  technological  know-how  has  been,  and  still 
is,  the  force  behind  U.S.  trade  successes  and  behind  the  strength  oi  the  dollar's 
external  value.  This  forcq,  however,  is  getting  progressively  weaker,  and  this 
weakening  has  been  one  of  the  principal  factors  in  the  deterioration  of  the  total 

U.S.  trade  position. 

Moreover,  contrary  to  general  beliefs,  the  comparison  of  growth  rates  of  U.S. 
imports  and  experts  of  these  products  implicit  in  the  table  indicates  clearly  that 
the  weakening  of  U.S.  technological  advantage  in  trade  has  not  occurred  suddenly,  but, 
as  in  productivity  performance  vis-a-vis  other  countries,  it  has  been  underway  since 
the  early  1950' s.  Indeed,  the  ratio  of  the  growth  of  U.S.  imports  to  the  growth  of 
U.S.  exports  of  these  products  has  been  an  almost  constant  2.5  to  1  throughout  the 
entire  20-odd  years  covered  in  the  table.  With  the  higher  rate  of  inflation  abroad 
throughout  the  entire  period,  as  noted  earlier,  the  only  explanation  of  the  faster 
growth  of  U.S.  imports  of  such  products  is  the  concomitantly  faster  growth  of 
technological  know-how  abroad. 

The  two  other  forces  that  brought  about  the  deterioration  in  the  overall  U.oa 
trade  position  are:  (l)  U.S.  losses  of  competitiveness  in  manufactured  products 
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other  than  technology-intensive,  where  the  evolution  of  general  "industrial  art" 
rather  than  R  &  D  or  advanced  engineering  plays  a  major  role,  and  (2)  the  growing 
inadequacy  of  domestic  supply  of  minerals,  fuels  and  other  raw  materials  relative 
to  the  economy's  needs. 

Overall,  the  deterioration  could  hardly  have  been  more  dramatic — almost  a 
180°  turnaround  of  the  overall  balance  in  just  seven  years,  from  a  $6.1  billion 
surplus  in  19$5  to  a  deficit  of  about  $5.8  billion  in  1972. 

By  August  1971  the  deterioration  process  had  forced  an  unprecedented  (because 
of  lower  rates  of  inflation  in  the  United  States  than  abroad)  devaluation  of  the 
dollar,  followed  by  another  in  February  of  1973  at  which  time  the  dollar  was  also 
set  "afloat."  From  the  time  just  prior  to  the  initial  "runs"  on  the  dollar  in 
April  of  1971  until  the  middle  of  May  1974,  the  dollar  was  effectively  devalued 
against  all  foreign  currencies  by  9  to  14  percent  (the  figure  depends  on  whether 
U.S.  exports  or  imports  are  used  in  weighting  individual  changes),  and  14  to  24 
percent  against  the  currencies  of  the  industrilized  countries. 

The  analysis  of  the  developments  in  U.S.  trade  from  the  middle  of  August  1971  to 
January  1973,  leaves  hardly  any  doubt  that  the  primary  effect  of  the  first 
devaluation  was  a  further  deterioration  in  the  trade  balance,  largely  because  of  a 
worsening  in  the  U.S.  terms  of  trade,  and  just  about  by  the  amount  of  the  actual 
world-wide  devaluation.  The  second  devaluation  and  the  subsequent  "floating"  of  the 
dollar  might  have  had  the  potency  to  produce  some  improvements  in  the  situation,  but 
the  data  on  what  actually  transpired  in  U.S.  trade  in  1973  (Table  6)  and  the 
reasons  why,  plus  the  skyrocketing  prices  of  foreign  oil,  suggest  that  this 
improvement  might  only  be  of  a  will— o 1 —the— wisp  nature. 

The  only  encouraging  indications  of  a  possible  improvement  in  the  U.S.  trade 
situation  implicit  in  Table  6  are  a  sizeable  turnaround  in  the  overall  trade  balance — 
from  an  overall  gross  deficit  of  $5.8  billion  in  1972  to  a  gross  surplus  of  about 
$2.2  billion  in  1973,  and  a  substantial  increase,  by  $4.0  billion,  in  the  trade 
surplus  in  technology— intensive  manufactured  products. 


TABLE  6. 
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U  S  M'ttC^ANDISE  TRADE,  TOTAL  AND  BY  MAJOR  COMMODITY  CROUP: 
COMPAliED  LTrH~S2LECTED "YEARS  AMD  PERIODS  311  THE  PAST 


1973 


RiTHons  of  Dollars.  , 

Average  Annual 
Growth  Rates,  f> 

Commodity  Group 

1971 

1972 

19732/ 

1962-1971 

1972 

1973- 

Agricultural  Products 

Export  s!/^” 

7.7 

5.3 

9.4 

6.2 

17.7 

8.4 

4.0 

3.7 

22.1 

12.1 

67.9 
.37.3  — 

Balance  (Gross) 

1.9 

3.2 

9.3 

■ r 

Minerals,  Fuels  & 

Other-  R aw  Materials 

Exports!!/ 

3.8 

7>.9 

4.3 

10.1 

6.0 

14.1 

5.5 

5.2 

13.2 

27.8 

41.1 

1,0.0 

Balance  (Gross) 

-4.1 

-5.8 

-8.1 

1  1  -■ 

“ 

No t  Technolorv-Intensive 

K •-■oufactured  Products 
Exports!/ 

6.3 

14.6 

7.1 

17.3 

9.9 

20.7 

5.5 

10.0 

12.7 

21.9 

39.1 

16.2 

MUM-  "  y - c - - - 

Balance  (Gross) 

-8,3- 

-10.7 

-10.3 

■ 

Te  chnolo  rv-T  nt  ens ive 
Manufac t ured  Product s 
Exports!/ 

T^no^ts 

24.2 

15.9 

26.6 

19.9 

34.8 

24.1 

8.2 

18.3 

9.9 

25.4 

30.6 

20.7 

Balance  (Gross) 

8.3 

6.7 

10.7 

All  Conned it is  s  !/ 

Exports!/ 

Imnorts 

44.1 

45.6 

1 

49.3 

55.6 

-5  3 

71.3 

69.1 

2.2 

6.7 

9.7  .... 

12.9 

21.9 

43.3 

21,.  L 

Balance  ((rVO?s  ) 

Includ. 
not  class 


the  Tour  commodity  gnauus  shown,  above  plus  "goods  and  transactions 
fled  according  to  kind"  and  reexports. 


U.S.  exports  include  1 1  nor-co. meric  al1 ' 
shiments  of  agri  cultural  c  ormod  in  x  e  s 


shicnent s ,  such  as  military  grant/aid, 
under  Public  Law  4-30,  etc. 


vf  Preliminary 


Source : 


sent  or  Commerce 


U.S.  Depart: 
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However,  the  reasons  for  skepticism  regarding  the  durability  of  this  improvement 
are  simply  overwhelming: 

(1)  The  bulk  of  the  overall  improvement  in  the  trade  surplus  came  from  trade  in 
agricultural  products,  which  yielded  a  surplus  of  $9  billion,  but  which  also  produced 
shortages  in  the  supply  of  the  products  to  domestic  markets  and  a  drastic  acceleration 
of  inflationary  pressures  in  the  economy.  This  implies  that  by  now  we  have  reached  a 
magnitude  of  exports  of  these  products  that  is  unsustainable  unless  the  nation 
acquiesces  to  a  continuation  of  all  its  ill  effects  on  the  economy; 

(2)  The  bulk  of  the  increase  in  the  surplus  of  technology-intensive  products  was 
due  to  the  substantial  increase  in  shipments  of  military  equipment  to  Israel  and  the 
much  greater  than  average  growth  in  GNP  and  investments,  requiring  U.S.-made  capital 
equipment,  in  most  industrialized  countries  abroad  in  1973.  This  is  not  likely  to 

continue .  ^ 

(3)  A  substantially  greater  increase  in  the  rate  of  inflation  in  all  other 

.  ^  tt  •  4.  which,  if  continued  .would  probably 

industrial  countries  than  In  the  United  States  vrnicn,  - 

lead  to  a  world-wide  depression; 


5At 

“°avfr°aga  of  about  fc.8  percent  in  the  196 0-19 71  pe£od;  in 

about  6.7  percent  compared  «.th  an  av"^th  t  9  percenfper  j4ar  in  the  1960-1971 
PP££  rStaialfiiTerfJ^about  the  same  aa^he  1960-1971  period.  See 
OECD,  Economic  Outlook,  No.  14,  December  973,  P.  • 

6m  1973  U.s.  GNP  deflator  increased  *5.3 

of  about  3  percent  per  year  in  9  1  >  increase  of  3.6  percent  in  the  1960-1971 

6.3  percent,  compared  with  an  av< of  4.4  percent  in  the  1960-1971 
period;  in  France,  by  7  percen  C0™PJ  percent  compared  with  an  average  of  4.2  percent 
period;  in  the  United  Kingdom,  /  •  t  craped  with  4.8  percent  in  1960-1971; 

c^^th  an  Xage  of  3.0  percent  in  the 

1960-1971  period.  See  ibid. ,  p.  35 « 
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(4)  The  complete  failure  of  all  the  devaluations  to  slow  down  the  rate  of 
growth  in  U.S.  imports  in  any  product  group,  and  especially  the  manufactured  products, 
whether  technology-intensive  or  nontechnology-intensive,  below  the  average  rates  prior 
to  the  first  devaluation,  most  notably  below  the  rates  of  the  1962-1971  period;  and 

(5)  A  small  reflection  in  the  1973  trade  of  the  huge  increases  in  foreign  prices 
of  oil  initiated  toward  the  end  of  the  year,  but  whose  adverse  intact  will  increase 
dramatically  in  1974  snd  thereafter. 

CAUSES  OF  THE  LOSS  OF  U.S.  TECHNOLOGICAL  ADVANTAGE 

How  did  all  this  happen?  Undoubtedly,  the  causes  have  been  numerous.  In  a 
generic  sense  I  would  attribute,  one  way  or  another,  most  of  these  problems  to  a 
change  in  the  American  society's  historic  posture  with  respect  to  technology  and 
long-term  economic  self-interest,  on  one  hand,  and  a  lack  of  any  long-tern  economic 
perspective  within  the  Government,  on  the  other.  The  most  important  avenues  through 
which  these  generic  causes  have  exerted  themselves  have  been: 

1.  a  lower  growth  of  investment  in  new- industrial  plant  and  equipment  in  the 
United  States  than  in  other  industrialized  countries  since  the  early  1950' s; 

2.  an  underinvestment  in  economically  relevant  R  &  D  relative  to  other 

industrialized  countries  since  the  beginning  of  the  1960's;  and 

3.  a  world-wide  and  practically  one-sided  diffusion  of  existing  U.S.  advanced 
technology  in  a  "naked"  form  since  the  end  of  World  War  II,  especially  since  the 

end  of  the  1950' s. 

Investment  in  Plant  and  Equipment 

It  is  generally  assumed  that  investment  in  new  industrial  plant  and  equipment 
is  the  principal  vehicle  for  the  internal  diffusion  of  new  technology  in  the  economy 
and,  hence,  the  principal  mechanism  through  which  new  technology  raises  productivity. 
This  assumption,  it  should  be  noted,  is  the  reason  why  many  Governments,  including  the 
U.S.,  use  all  kinds  of  investment  tax  credits  and  favorable  capital  depreciation 
allowances  as  their  principal  tool  for  fostering  productivity  growth.  The  assumption 
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is  unquestionably  correct,  but  new  investment  in  plant  and  equipment  raises 
productivity  only  if  the  new  capital  goods  continue  to  incorporate  new  resource¬ 
saving  technology. 

The  comparisons  given  in  Table  4  show  that  in  the  1953-1963  period  U.S. 
nonresidential  fixed  investment  grew  on  the  average  only  about  37  percent  as 
rapidly  as  the  average  of  the  ten  foreign  countries  listed  in  the  table,  and  U.S. 
output  per  person  employed  at  a  rate  about  54  percent  of  theirs.  In  the  1963-1969 
period,  however,  the  U.S.  growth  in  nonresidential  Investment  was  virtually  the 
same  as  the  average  of  these  countries,  but  the  growth  in  output  per  man  slipped 
to  only  29  percent  of  the  foreign  average. 

This  implies  that  the  smaller  U.S.  growth  in  nonresidential  investment  has 
been  a  factor  in  the  loss  of  U.S.  productivity  advantage  throughout  the  post  World 
War  II  period,  but  it  was  far  more  important  in  the  1950's  than  in  the  1960's.  In 
fact  in  the  19o0's  it  was,  for  all  practical  purposes,  only  of  marginal  significance. 

This  also  implies,  significantly,  that  our  reliance  on  the  investment  tax  credit 
and  manipulation  of  capital  depreciation  allowances  as  a  sole  tool  of  productivity 
enhancement  is  far  from  an  optimum  effort  and  might  actually  be  amiss.  Indeed,  the 
comparisons  given  in  the  table  show  clearly  that  a  serious  attempt  to  improve  the 
productivity  performance  of  the  U.S.  economy  would  require  not  so  much  a  greater 
rate  of  growth  in  new  investments  as  a  substantial  lift-up  in  the  rate  of  growth  in 
technological  •improvements  to  be  embodied  in  the  newly  produced  capital  goodq .  But 

to  achieve  this  the  investment  tax  credit  and  manipulation  of  depreciation  allowances 

as  such  can  hardly  be  effective.  Needless  to  say,  lifting  up  the  rate  of  growth  of 

technological  improvements  in  newly  produced  capital  goods  is  also  a  sine  qua .non 

for  enhancing  the  direct  technological  competitiveness  of  domestic  industry  in  world 

markets  and  for  this  the  investment  tax  credit,  etc.,  is  almost  irrelevant. 

Lagging  Economically-Relevant  R  &  D  Effort 

Analysis  of  the  comparative  international  R  &  D  effort  is  stall  at  a  stage  of 

infancy  and  much  of  what  has  been  done  so  far  is  misleading.  The  reasons  for  the 
latter  are  at  least  threefold: 


TABLE  7.  COMPARATIVE  CIVILIAN-EQUIVAUSMT  p  4  D  EFFORT  FOR  PURPOSES  OF  ECONOMIC  DEVELOPMENT- 
IN  THE  1960's:  U. 53.  VERSUS  ELECTED  INDUSTRIALIZED  COUNTRIES 
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(1)  Most  of  the  comparisons  of  individual  country  R  &  D  expenditures  made 
so  far  Include  R  &  D  for  defense  and  space  purposes.  This  produces  a  huge  bias 
in  favor  of  the  United  States.  Its  inclusion  is  justifiable  only  to  the  extent 

that  this  R  &  D  produces  civilian  "spinoff." 

(2)  These  comparisons  are  almost  uniformly  based  on  individual  country 
expenditures  in  local  currencies  converted  into  U.S.  dollars  by  means  of  official 
exchange  rates.  The  recent  wave  of  exchange  rate  realignments  has  clearly 
demonstrated  that  the  use  of  official  exchange  rates  for  purposes  of  objective 
analysis  is  meaningless.  In  the  case  in  point,  it  also  produced  a  huge  bias  in 
favor  of  the  United  States. 

(3)  Whenever  comparisons  were  made  in  terms  of  employment  in  R  &  D,  the 
prevalent  focus  has  been  on  so-called  "qualified  scientists  and  engineers."  This, 
too,  has  tended  to  produce  a  heavy  bias  in  favor  of  the  United  States  because  of 
international  differences  in  educational  systems.  For  example,  a  U.S.  engineer  with 
a  B.S .  degree  is  classified  as  a  "qualified  engineer,"  but  a  German  graduate  of  an 
Ingenieur  Schule,  having  completed  as  many  years  of  education,  is  classified  as  a 

"technician." 

These  three  purely  analytical  misconceptions,  I  might  note,  played  a  large 
role  in  the  so-called  "technological  gap"  issue  which  was  widely  debated  in  the 
highest  international  policy  circles  in  the  second  half  of  the  1960's. 

By  avoiding  these  misconceptions,  the  data  in  Table  7  and  Figure  2 
realistically  compare  the  economically-relevant  R  &  D  effort  in  the  United  States 
during  the  1960's  with  that  of  other  industrialized  countries.  The  data  show  that 
though  the  United  States  was  spending  on  and  employing  more  professional  manpower  in 
economically-relevant  R  &  D  than  any  other  single  country,  the  relative  intensity  of 
the  U.S.  R  &  D  effort  can  hardly  be  classified  as  that  of  a  leader.  Indeed,  in  terms 
of  expenditures,  the  U.S.  relative  intensity— per  dollar's  worth  of  available  resources 
(GUP)— was  only  about  80  percent  as  great  as  that  of  the  Common  Market  countries  and 
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Japan,  and  only  about  60  percent  as  great  as  that  of  the  United  Kingdom.  Measured 
by  the  number  of  professional  manpower  employed  in  this  R  &  D,  the  relative 
intensity  of  the  U.S.  effort  was  almost  30  percent  smaller  than  that  of  the  Common 
Market  countries,  less  than  half  that  of  the  United  Kingdom,  and  only  about  35  percent 
of  that  of  Japan. 

Moreover,  it  is  almost  certain  that  by  now  the  U.S.  lag  in  economically-relevant 
R  &  D  relative  to  other  industrialized  countries  has  increased  rather  than  narrowed. 
Table  8  shows  that  in  1969-1971  the  real  growth  in  U.S.  civilian  (company-financed) 
industrial  R  &  D,  which  represents  the  bulk  of  what  I  define  as  "economically- 
relevant,"  slowed  to  no  more  than  1.4  percent  per  year  (implicit  in  the  employment 
of  R  &  D  scientists  and  engineers)  and  that  of  DoD  and  NASA  declined  by  about 
10  percent  per  year.  The  growth  in  total  U.S.  civilian-equivalent  industrial  R  &  D 
in  that  period  might,  therefore,  be  assumed  to  have  been  about  zero.  Data  for  the 
R  &  D  effort  of  all  other  countries  in  that  period  are  still  spotty,  but  we  do  know 
that  in  that  period  Japan's  "head  count"  of  full-fledged  researchers  (net  of 
technicians)  working  in  industrial  R  &  D  increased  by  about  35  percent,  or  a 
cumulative  increase  of  about  16  percent  per  year,^  and  West  German  R  &  D  expendi¬ 
tures  by  industry  alone  increased  in  the  two  years  by  20.3  percent,  or  9-7  percent 
per  year  (cumulative)  in  current  prices,  and,  probably,  some  2.2  percent  per  year 
(cumulative)  in  real  terms.  Total  West  German  R  &  D  expenditures  in  the  19o9— 1971 
period,  which  are  largely  civilian-market  oriented,  however,  increased  by  about 


^Office  of  the  Prime  Minister,  Statistics  Bureau,  Survey  on  Science  and 
Technology,  1972,  p.  333.  (The  source  is  in  Japanese.  Translation  of  the  headings 
of  relevant  statistical  tables  was  kindly  provided  by  Professor  Ozawa  of  Colorado 
State  University . ) 


Fig.  3.  Patents  Issued  by  U.S.  Patent  Office  to  and  Applications 
Received  from  Foreign  Residents  as  Percent  of  Patents  Issued  to  and 
Applications  Received  from  U.S.  Residents,  Selected  Years  1961-1972 

U.S.  =  100  _ ^fnt 
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14  percent  per  year  (cumulative)  in  current  prices  and,  probably,  some  6  percent 
per  year  in  real  terms . 

The  R  &  D  effort,  however  measured,  constitutes  only  an  input  in  a  country's 
"inventiveness,"  which  is  the  thing  that  makes  the  difference  for  the  country's 
growth  in  technological  know-how  and,  hence,  growth  in  productivity  and  international 
competitiveness.  Data  on  patents  issued  by  the  U.S.  Patent  Office  to  and 
applications  received  from  U.S.  and  foreign  residents  (Figures  3  and  4)  strongly 
imply,  however,  that  the  trends  are  probably  similar  in  actual  relative  inventiveness 

In  interpreting  the  ratios  in  Figures  3  and  4,  I  should  note,  the  more  revealing 
are  the  trends  in  patents  issued  and/or  applied  for  by  foreign  residents  versus  U.S. 
residents  rather  than  the  relative  numbers  of  patents  issued  and/or  applied  for 


because  U.S.  residents  tend  to  file  patent  applications  for  all  types  of  inventions 
whereas  foreign  residents  usually  seek  the  protection  of  U.S.  patents  for  only  the 
most  important  inventions. 

tt  s  F.mnrt.  of  Advanced  Manufacturing  Technology  in  a  "Naked"  Form 

The  issue  of  U.S.  technology  transfers,  especially  what  they  do  or  do  not  do  for 
U.S.  companies,  on  one  hand,  and  the  United  States  at  large,  on  the  other,  is  terribly 
complex  and  subject  to  even  greater  controversy  and  confusion* * * * * 9  than  the  issues 
discussed  earlier.  Since,  in  my  firm  judgment,  this  issue  is  of  central 

importance  for  the  U.S.  situation  under  consideration  here,  I  shall  try  to  give 
as  systematic  an  account  of  the  conclusions  of  my  analysis  as  the  allowable  space 
would  permit. 


Sphe  data  on  German  R  S=  D  expenditures  in  current  prices  are  from 

D»r  Bundesminister  fur  Bildung  und  Wissenschaft,  Forschungsbencht  (POjgr 

Burdesrerierung,  Bonn,  1972,  p.  202.  The  estimates  of  "real'  rate of  growth 

represent  thirespectire  percentage  increases  m  current  prices  deflated  with 

percentage  increases  in  the  GNP  deflator. 


9Cf.,  e.g..  National  Science  Foundation,  The  Effects  of  International 
Technology  Transfers  on  U.S.  Economy,  July  1974,  passim. 
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The  international  flow  of  advanced  technological  know-how  might  take  place  in 
a  great  variety  of  ways,  but  the  two,  and  by  far  the  most  important,  channels  are 
transfers  of  advanced  technology  embodied  in  products  produced  in  the  United  States 
and  transfers  in  what  I,  for  the  sake  of  brevity,  call  a  "naked"  form.  By  "naked" 
transfers  I  mean  sales  of  patent  rights  and  licenses  together  with  appropriate 
instructions,  blueprints  and  other  technical  assistance  on  the  part  of  the  seller 
which  permit  the  buyer,  independent  foreign  company  or  a  foreign  subsidiary  of  the 
"selling"  company,  a  quick  and  full  exploitation  of  the  know-how  for  a  fixed  or,  and 
usually,  "running"  (proportional  to  sales  or  cost  of  relevant  products)  fee. 

The  relationship  of  the  international  transfer  of  advanced  technology  embodied 
in  products  produced  in  the  United  States  to  the  international  competitiveness  of  the 
companies,  to  the  advantages  of  foreign  countries  and  to  U.S.  trade  as  such  should 
have  become  almost  obvious  in  the  preceding  analysis  of  the  deterioration  of  U.S. 
trade  position.  Briefly  stated,  if  the  companies  have  products  embodying  advanced 
technology  (compared  with  that  being  produced  abroad),  this  technology  makes  the 
products  in  question  either  totally  new  or  superior  to  similar  products  embodying 
conventional  (inferior)  technology  produced  in  other  countries.  For  this  reason, 
foreign  demand  for  such  products  with  respect  to  price  tends  to  be  either  inelastic 
or,  at  most,  to  have  a  fairly  low  elasticity  (meaning  less  than  unity).  This  assures 
companies  trying  to  market  such  products  in  international  markets  a  stronger 
competitiveness  in  these  markets,  and  this  tends  to  make  their  overall  sales  and 
profits  greater  than  otherwise  would  be  the  case.  The  foreign  countries'  advantages 
lie  in  their  obtaining  products  which  enable  them  to  do  things  heretofore  impossible 
or  imoractical  and/ or  yield  an  economic  or  utilitarian  surplus  A/aiuq.  For  the 
United  States  at  large,  finally,  transfers  of  technology  in  such  a  form  represent, 
on  the  one  hand,  practically  the  only  means  to  overcome  the  disadvantages  of  high 
wages  and  high  prices  in  its  trade  with  other  countries,  and  market -induced 
employment  opportunities,  growing  tax  base  and  reasonable  equilibrium  in  balance  of 
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payments,  on  the  other.  The  foreign  trade  advantages  that  any  country  derives  from 
comparatively  higher  quality  technical  know-how  embodied  in  its  products  is  generally 
of  a  monopolistic  nature,  since  it  can  rarely  be  nullified  by  measures  other  than 
similar  know-how.  The  point  of  emphasis  is  that  for  an  as  high-wage  and  high-price 
country  as  United  States,  this  advantage  is  a  sine  qua  non  of  its  international 
competitiveness . 

The  nature  of  the  consequences  of  U.S.  exports  of  advanced  technology  in  a 
"naked"  form,  however,  depend,  first,  on  the  nature  of  economic  activity  abroad  in 
which  the  technology  in  question  is  used  and,  secondly,  on  whose  interest  is 

considered.^ 

Transfers  of  advanced  technology  in  a  "naked"  form  usable  in  areas  of  foreign 
economic  activity  which  are  supplementary  or  noncompetitive  with  U.S.  economic 
activities  (such  as  oil  and  other  extractive  industries,  utilities  and  retail  trade) 
tend  to  benefit  the  importing  country,  the  companies  exporting  it,  and  the  United 
States  at  large.  The  reason  these  imports  benefit  the  importing  country  is  that  they 
tend,  by  the  definition  of  "advanced  technology,"  to  enhance  the  productivity  and, 
hence,  real  income  of  the  country,  and  they  are  frequently  the  sine  qua  non  of  the 
economic  activity  in  question;  and  the  reason  the  U.S.  benefits  is  that  such 
transfers  command  fees  that  otherwise  would  not  be  forthcoming  to  the  companies  and 
the  United  States,  and  if  the  technology  in  question  is  used  in  the  production  of 
products  which  the  United  States  is  importing,  this  technology  tends  to  keep  the  cost 
of  these  products  down  and  thus  secure  better  "terns  of  trade"  for  the  United  States 
than  otherwise  would  be  the  case,  unless,  of  course,  the  product  in  question  is  priced 
not  according  to  cost  but  according  to  the  buyer's  "opportunity  cost,"  as  is  currently 

10  As  Paul  B.  Simpson  of -Oregon  University  demonstrated  more 

than  ten  years  ago,  the  same  is  largely  also  true  with  the  export  of  capital  •  See 
his  "Foreign  Investment  and  the  National  Economic  Advantage:  A  Theoretical  Analysis" 
jj!  u.S.  Private  and  Government  Investment  Abroad,  Raymond  F.  Mikesell  (ed.),  Eugene, 
Oregon:  University  of  Oregon  Books,  1962,  pp.  503-538. 
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the  case  with  Arab  and  other  foreign  oil,  or  simply  what  the  market  will  bear.  Bat 
even  then  the  royalties  obtainable  from  such  transfers  might  make  the  transfers  to 

be  in  the  private  as  well  as  national  interest. 

However,  transfers  of  advanced  technology  in  a  "naked"  form  usable  in  areas 
.«•  .oonnmic  activity  oomnetitive  with  the  activities  of  the  United  States, 

such  as  the  manufacture  of  internationally  traded  goods,  tend  to  be  advantageous 
to  the  importing  country  and  to  the  exporting  co^anies,  but  detrimental  to  the 
well-being  of  the  United  States  at  large.  The  reason  for  the  importing  country's 
advantages  are  that  these  transfers  speed  up  its  rate  of  technological  progress, 
frequently  by  "frogleaps,"  and  at  a  cost  usually  much  lower  than  would  be  its  cost 
were  the  country  to  develop  the  know-how  by  itself;11  such  transfers  represent  an 
almost  immediate  substitute  for  imports,  an  at  least  potential  base  for  export 
expansion,  and  an  overall  "blessing"  to  its  balance  of  payments;  and,  of  course,  they 
are  the  basis  for  growing  market-induced  employment  opportunities  as  well  as  the 
general  material  and  psychological  well-being  of  the  country.  U.S.  companies' 
advantages  lie  simply  in  enhanced  profitability  and  a  potentially  larger  piece  of 
the  action  abroad  than  they  could  get  by  exporting  from  the  United  States.  And, 
finally,  the  United  States  at  large  gets  the  short  end  of  such  deals  because  the 
technology  in  question  is  usually  new  and  thoroughly  market-tested,  the  demand  for 
products  embodying  this  technology  tends  to  be  highly  or  at  least  fairly  inelastic 


■^From  1950  through  1972,  Japan,  for  example,  was  spending  on  purchases  of 
foreign  technology  from  al 1  countries  about  $158  million  per  year,  merely  2/10 
of  one  percent  of  GNP;  and  the  aggregate  Japanese  outlays  for  that  purpose 
amounted  in  that  period  to  about  $3.6  billion,  not  quite  3  percent  of  what  the 
U.S.  industry  (own  funds)  spent  on  R  &  D  at  the  same  time  and  only  slightly  better 
than  1  percent  of  U.S.  total  expenditures  on  R  &  D  in  the  same  period.  (Data  on 
Japan's  purchases  of  foreign  technology  for  1950  to  1962  are  from  Daniel  L.  Spencer 
and  Alexander  Moroniak,  "The  Feasibility  of  Developing  Transfer  of  Technology 
Functions,"  KYKLOS,  Vol.  XX,  1967;  and  for  subsequent  years  from  Japan  Statistical 
Yearbook,  various  issues,  balance  of  payments  series.) 
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Fig.  5.  Illustrative  Representation  of  the  Implications  of  Export 
of  Advanced  and  Market-Tested  Manufacturing  Technology  in  "Naked” 
Form  Versus  Production  in  and  Export  from  U.S. 
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(by  the  definition  of  new  and  market-tested  technology),  and,  its  export  in  a 
"naked"  form,  though  commanding  fees  and  in  many  instances  conducive  to  some 
exports  of  products  from  the  United  States  (capital  goods  and  some  components 
impractical  to  produce  abroad),  tends  on  the  whole  to  be  a  substitute  for 
exports  of  products  from  the  United  States  as  well  as  (at  least  in  long  run)  a 
promoter  of  competitive  imports.  The  value  of  the  latter  two  ("displaced" 
exports  plus  promoted  imports)  tends  to  be  much  greater  than  the  returns  of 
fees  and  promoted  exports  of  products  even  in  cases  where  the  would-be  exports 
of  the  products  embodying  the  technology  from  the  United  States  were  appreciably 
smaller  than  the  sales  of  these  products  when  produced  abroad.  The  discrepancies 
in  the  relative  magnitudes  in  question  have  implications  not  only  for  trade  and 
balance  payments,  but  also  for  employment,  treasury  revenues  and  many  other 
variables  (see  Figure  5). 

The  extent  and  growth  of  actual  transfers  of  U.S.  technology  in  a  "naked" 
form  by  major  type  between ^1960  and  1972  might  be  judged  by  U.S.  companies' 
receipts  from  and  payments  to  foreign  countries  for  technological  royalties  and 
license  fees  by  industry,  shown  in  Table  9.  The  estimates  include  the  companies' 
transactions  with  foreign  companies  as  well  as  their  foreign  affiliates,  but  they 
do  not  include  the  value  of  the  exchanges  of  technology  between  United  States  and 
foreign  companies  nor  the  value  of  U.S.  transfers  in  exchange  for  equity 
participation  in  foreign  companies. 

A  series  of  alternative  calculations  analogous  to  those  presented  in  Figure  5 
based  on  the  U.S.  companies'  aggregate  receipts  and  payments  for  the  transfers  of 
manufacturing  technology  given  in  Table  9  and  other  relevant  information  imply 
that  had  the  United  States  done  nothing  more  than  it  did  in  promoting  new  technology 
in  the  United  States,  but  fostered  exports  of  products  produced  in  the  United  States 
with  the  same  force  as  it  fostered  the  export  of  technology  in  a  "naked"  form,  the 
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TABLE  9*  U.S.  COMPANIES'  APFF.OXD-LATE  RECEIPTS  FROM  AND  PAYMENTS 
TO  FOREIGN  CQ'jRTTRIES  FOR  TECHNOLOGICAL  ROYALTIES  AMU 
LICENSE  FEES,  SELECTED  YEARS  1960-1972,  $  MILLIONS 


Average  Annual 

Growth  Rate, 

Fndustr -r  and  Item 

I960 

1965 

1970 

1972r 

£  Per  Year 

Manufacturing:  Industry 

Receipts 

275 

33 

525 

71 

1,097 

132 

1,437 

166 

14.7 

13.1 

Balance 

237 

454 

965 

1,271 

— 

Ratio  of  Raceipts  to 
Pavrr.ents 

7.2 

7.4 

8.3 

8.7 

— 

Industries  Other  than 

Manufacturing 

Receipts 

ppvT^r-t.e 

89 

12 

141 

20 

273 

41 

362 

U2 

12.4 

10.0 

Balance 

77 

121 

232 

320 

Ratio  of  Receipts  to 
Payments 

7,4 

7.1 

6.7 

S.6 

— 

P  -  Preliminary 


Source:  U.S.  Department  of  Commerce 
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kind  of  deterioration  of  U.S.  trade  and  balance  of  payments  as  we  have  been  witnessing 
since  1971  might  well  have  come  eventually,  but  perhaps  not  until  the  21st  century, 
rather  than  in  1971- 

Thus  far,  the  incidence  of  U.S.  technology  transfers  has  been  spread  fairly 

widely  over  most  U.S.  industries,  but  the  heaviest  concentration  (some  80  percent 

or  so)  was  in  what  I  define  as  technology-intensive  industries.  The  only  major  U.S. 

industry  in  the  category  of  technology-intensive  industries  that  has  not  done  much  of 

this  exporting  so  far  is  the  aerospace  Industry,  which  throughout  the  post  World  War  II 

period  has  been  responsible  for  the  largest  U.S.  trade  surpluses  of  manufactured 

goods  of  any  single  industry.  By  now,  however,  according  to  numerous  press  reports 

and  speeches  of  key  industry  people,  even  this  industry  seems  to  be  determined  to  do 
12 

the  same  thing. 

CONCLUSIONS 

I  think  my  analysis  makes  it  unmistakably  clear  that  the  problems  the  United 
States  faces  in  the  area  of  technology  could  radically  change  the  country's  socio¬ 
economic  system  and  the  course  of  its  history.  The  reason  for  this  is  that 
continuation  of  current  trends  would  lead^  on  the  international  front^  to  a  decline 
in  its  economic  and  political  position,  pressure  on  the  external  value  of  the  dollar 


-*-^See,  e.g.,  Forbes ,  May  15,  1973,  P«  24;  Aviation  Week  and  Space  Technology, 
May  28,  1973,  PP-  27-28;  Aviation  Daily,  May  16,  1973,  p.  94  and  June  5,  1973, 
p.  194;  and  Boeing  News,  May  17,  1973,  P.  1. 
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resulting  in  periodic  formal  or  informal  devaluations,  and  the  gradual  worsening 
of  its  "terms  of  trade"  causing  short  falls  in  the  standard  of  living.  On  the 
domestic  front,  these  trends  would  result  in  a  continued  lag  in  productivity 
growth,  mounting  inflationary  pressures,  lasting  double-digit  interest  rates, 
pressures  for  the  redistribution  of  income  ("reslicing  of  the  pie),  and  lagging 
improvements  or  even  a  decline  in -the  present  level  of  the  "quality  of  life." 

Obviously  these  conclusions  have  rather  pressing  policy  implications. 
Unfortunately,  discussion  of  those  implications  would  take  this  paper  beyond  its 
intended  compass.  Readers  interested  in  reviewing  proposals  to  avert  the  outlined 
trends  might  wish  to  consult  another  paper  of  mine  which  discusses  such  policy 
needs  and  some  of  the  available  options  in  considerable  detail.1^ 


13in  making  this  statement  I  am,  of  course,  aware  of  the  fact  that  a  great 
many  economists  see  devaluation  merely  as  a  change  in  accounting  procedure,  and  a 
virtue  of  policy  since  in  1973,  after  the  two  devaluations,  the  United  States 
achieved  a  trade  surplus  of  $700  million  (on  balance  of  payments  basis)  compared 
with  a  $6.9  billion  deficit  in  1972.  There  is  no  denial  that  at  tunes  devaluation 
might  be  a  necessary  and  useful  tool  of  trade  policy,  but  envisaging  it  as  a  standard 
tool  of  foreign  economic  policy  is  sheer  nonsense.  Moreover,  I  calculate  that  even  if 
we  assume  that  the  $7-6  billion  improvement  in  the  U.S.  trade  balance  in  19/3  was 
totally  attributable  to  devaluation,  society's  cost  of  this  improvement  amounted 
to  over  $10  billions'  worth  of  sweat.  (In  1973  U.S.  imports. of  merchandise  or ily 
amounted  to  $69.6  billion;  in  pre-<ievaluation  dollars  these. imports  would  have  cost 
about  $56.8  billion,  or  $9.8  billion  less.  However,  in  addition  to  merchandise, 
quite  a  few  other  imports  also  became  more  costly  so  that  the  total  cost  ta 
society  was  well  in  excess  of  $10  billion. ) 

1%  S  T^ehnologv:  Trends  and  Policy  Issues,  Monograph  No.  17,  October  1973, 
Program*  of  Policy  Studies  in  Science  and  Technology,  The  George  Washington  University, 
Washington,  D.C.,  obtainable  from  National  Technical  Infomnation  Service,  U.S. 
Department  of  Commerce,  Springfield,  Virginia  22151,  publication  number  PB  ^27-930, 
$5.50  (microfiche  $1.45). 
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This  Appendix  furnishes  more  systematic  data  concerning  recent 
trends  in  productivity,  especially  trends  in  productivity  of 
capital,  in  the  private  U.S.  economy,  than  is  provided  in  Appendix  G. 
The- Appendix  consists  of  four  tables: 

Table  H-l  gives  basic  data  bearing  on  private-economy-wide 
changes  in  capital  productivity  from  1947  to  1973; 

Table  H-2  lists  the  same  data  in  index  form; 

Table  H-3  gives  nine  selected  analytical  ratios  and  indexes 
regarding  the  subject  matter;  and 

Table  H-4  gives  six  series  of  of  estimated  annual  capacity 
utilization  rates  from  1966  through  1973. 

Analytically  this  Appendix  is  self-contained  and  most  of  the 
inferences  to  be  drawno  are  fairly  clear-cut,  but  not  all.  To 
amplify  the  analysis  set  forth  in  the  synopsis  as  much  as 
possible,  at  least  six  observations  should  be  noted: 

1.  Though  the  apparent  trends  in  capital  productivity 
over  the  entire  time  span  covered  in  these  tables  have  been 
subject  to  as  many  as  five  recessionary  aberrations  (1949,  1954, 
1958,  1961  and  1970)  and  varying  capacity  utilization  rates  in 
other  years,  there  can  hardly  be  any  doubt  that  the  initial 
period  of  the  time  span  was  marked  by  growing  capital  productivity 
and  the  more  recent  period  by  a  decline  in  this  productivity. 

Both  of  these  are  apparent  in  Column  10  showing  that  private  GNP 
in  constant  prices  was  advancing  substantially  faster  than 
nonres idential  investment,  implying  growing  capital  produc¬ 
tivity,  until  1959-1962.  Since  then,  however,  nonresidential 
investment  has  been  growing  much  faster  than  GNP,  implying  a 
definite  decline  in  capital  productivity  since  that  time. 

Measuring  trends  in  capital  productivity  by  the  index  of  the 
growth  of  GNP  relative  to  the  growth  in  nonresidential  investment, 
we  should  note,  is  an  extremely  crude  procedure  since  the  index 
represents  incremental  investment /output  ratios  put  into  an  index 
form  rather  than  incremental  total  capital  stock/output  inde^. 

It  also  allows  no  lag  between  the  time  of  new  investments  and  their 
full  impact  on  productivity.  Despite  this  shortcoming  it  is  not 
entirely  void  of  meaning,  especially  if  such  an  index  shows  an  as 
pronounced  decline  as  is  apparent  in  Column  10. 
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Moreover  this  decline  is  also  evident  in  Columns  11  and  12 
showing,  respectively,  ratios  of  fixed  nonresidential  capital 
stock  to  GNP  for  all  the  years  and  the  index  of  growth  of  GNP 
relative  to  the  growth  of  total  fixed  nonresidential  capital 
stock,  except  that  the  onset  of  the  decline  dates  with  1966 
rather  than  1962.  The  reason  for  the  latter  is  that  it  takes 
quite  a  few  annual  investments  ranging  from  $52  to  $66  billion 
(it  took  3)  to  produce  a  noticeable  impact  on  the  stock  valued 
at  $720  to  $778  billion. 

Some  analysts  would  probably  argue  that  this  decline  might  be 
attributable  to  Governmental  policy  actions  restraining  output 
in  1969  and  1970  rather  than  any  secular  force,  and  that  it  is 
yet  too  small  to  warrant  concern. 

In  our  opinion  that  is  not  so.  Had  the  decline  been  induced  by 
the  policy  actions  of  1969-1970,  by  1971  and,  especially,  by 
1973--the  year  in  which  the  overall  capacity  utilization  rate 
was  about  the  same  as  in  1966,  the  ratio  in  Column  11  and  the 
index  in  Column  12  would  have  returned  to  the  1966  level 
or  better,  as  they  did  after  recessions  in  1954,  1958, 
and  1961,  but  they  did  not  do  that  and  by  far.  It  is  more  than 
certain  that  in  1974  both  will  deteriorate  further  and  most 
probably  appreciably.  The  ’'smallness”  of  the  decline  so  far 
depends  on  a  value  judgment.  Had  the  overall  dollar’s  worth  of 
capital  facilities  in  1973  been  as  productive  as  it  was  in  1966, 
the  private  economy  would  have  produced  some  $33  billion-worth 
(in  1958  prices)  more  goods  and  services  than  it  did  or  it  could 
have  produced  the  same  value  of  goods  and  services  as  it  did  with 
some  $45  billion-worth  less  capital  facilities  than  it  actually 
used.  These  calculations  are,  of  course,  nothing  more  than  crude 
orders  of  magnitude  rather  than  in  any  sense  precise  measures,  but 
they  do  provide  rough  dimensions  of  the  problem  and  the  basis  for 
judgment  as  to  whether  or  not  there  is  reason  for  concern. 

2.  Concomitant  with  the  decline  in  capital  productivity,  there 
has  also  been  a  decline  in  labor  productivity,  irrespective  whether 
measured  in  terms  of  growth  in  GNP  per  person  employed  (Col.  13)  or 
the  growth  of  GNP  per  man-hour.  Between  1947  and  1966  the  growth 
in  GNP  per  person  employed  averaged  about  3  percent  per  year 
(cumulative),  whereas  in  the  1966-1973  period  the  average  amounted 
to  1.6  percent  per  year, or  47  percent  less;  and  in  terms  of  the 
growth  of  GNP  per  man-hour  the  1947-1966  average  was  3.5  percent 
per  year,  whereas  in  1966-1973  only  2.5  percent,  or  about  30  percent 
less  . 
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3.  The  chief  force  behind  the  labor  productivity  growth 
has  been  the  growing  value  of  plant  and  equipment  per  employee, 
usually  called  the  capital/labor  ratio.  Between  1947  and  1966 
this  ratio  increased  by  54.5  percent  (Table  H-2,  Col.  9)  and  GNP 
per  person  employed  increased  by  74  percent  (Table  H-3,  Col.  13), 
or  36  percent  more.  Between  1966  and  1973,  however,  the  capital/ 
labor  ratio  increased  by  additional  16.6  percent,  whereas  GNP  per 
person  employed  increased  onlv  11.6  percent,  or  30  percent  less. 

4.  To  use  conventional  economic  terms > these  trends  are 
tantamount  to  the  private  economy’s  rapidly  diminishing  returns 
to  further  increases  in  both  capital/output  and  capital/labor 
ratios.  Facing  this,  the  only  way  the  companies  can  try  to 
maintain  their  ’’historic”  returns  on  capital  investments  and 
continue  to  pay  ’’historic”  real  wages  to  labor  is  by  continuously 
raising  their  mark-up  in  pricing  their  products,  and  this,  of 
course,  is  tantamount  to  a  ’’built-in”  and  continuous  inflationary 
pressure . 


5.  These  trends  add  to  the  inflationary  pressures  also  via 
progressively  growing  demand  for  investable  funds  in  for 

each  additional  unit  of  productive  capacity  and,  hence  (with 
profit  rates  and  other  national  saving  rates  remaining  fairly 
fixed),  an  upward  pressure  on  interest  rates. 

6.  Technically  these  trends  can  only  be  explained  by  either 
the  economy’s  progressively  increasing  purchases  of  capital 
equipment  which  improves  productive  environment  but  does  not 
enhance  the  productive  efficiency  as  such  and/or  that  the  flow  of 
both  capital-saving  and  labor-saving  technological  innovations 
embodied  in  newly  produced  capital  goods  is  substantially  smaller 
than  was  the  case  in  the  past.  In  view  of  the  big  changes  in 
question,  both  must  be  true. 

The  ’’Project  Independence”  and  the  implementation  of  the 
environmental  quality  laws  already  on  the  books,  if  pursued  as 
presently  contemplated,  would  obviously  aggravate  these  trends, 
and  perhaps  make  them  totally  unmanageable. 
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TABLE  H-l.  BASIC  DATA  BEARING  ON  CHANGES  IN  CAPITAL 

PRODUCTIVITY  IN  THE  PRIVATE  ECONOMY,  1947-1973 


Year 

Non-re sidential 
fixed  investment, 
$  Billion  in 

1958  prices 

Gross  fixed  non- 
residential 
capital  stock, 

$  Billion  in 

1958  prices, 
(Constant  cost 
series  #l) 

GNP  originating 
in  private 
economy  in 

1958  prices, 

$  Billion 

Employment 
in  the 
private 
economy 
(thousand) 

Col.  (1) 

Col.  (2) 

Col.  (3) 

Col.  (4) 

1947 

36.2 

428.7 

277.5 

46,298 

1948 

38.0 

447.2 

290.5 

48,687 

1949 

34.5 

461.8 

299.4 

45,578 

1950 

37.5 

480.9 

319.4 

46,356 

1951 

39.6 

500.6 

339.5 

48,186 

1952 

38.3 

518.6 

347.9 

48,718 

1953 

40.7 

536.3 

365.7 

49,848 

1954 

39.6 

553.5 

360.9 

48,477 

1955 

43.9 

572.7 

392.0 

50,210 

1956 

47.3 

595.5 

399.9 

51,413 

1957 

47.4 

615.9 

405.6 

51,225 

1958 

41.6 

630.3 

400.0 

49, 110 

1959 

44.1 

645.2 

428.0 

50,795 

1960 

47.1 

663.5 

438.5 

51,339 

1961 

45.5 

680.1 

446.6 

50,648 

1962 

49.7 

699.9 

477.2 

51,700 

196-3 

51.9 

720.0 

497.1 

52,163 

1964 

57.8 

745.1 

525.0 

53,258 

1965 

66.3 

778.1 

559.8 

55,102 

1966 

.74.1 

817.8 

596.3 

57,143 

1967 

73.2 

855.3 

609.7 

58,303 

1968 

75.6 

894.5 

638.0 

59,886 

1969 

80.1 

936.6 

655.3 

61,688 

1970 

77.2 

973.4 

652.5 

61,520 

1971 

76.1 

1,006.8 

675.4 

61, 177 

1972 

83.7 

1,045.1 

719.0 

62,947 

1973?/ 

94.4 

1,090.2 

763.0 

65,370 

1948 

1949 

195C 

1951 

1952 

1953 

1954 

1955 

1956 

957 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 
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TABLE  H— 2 .  INDEXES  OF  DATA  PRESENTED  IN  TABLE  H-l,  1947=100 


Non-residential 

Gross  fixed 

GNP  origi- 

Employ- 

Growth  of 

fixed  invest- 

non-residential 

nating  in 

ment  in 

gross  fixed 

ment 

capital  stock 

private 

the 

capital  to 

economy 

private 

growth  of 

economy 

employment 

(capital/ 

labor  index= 

Col . 6t8x100) 

Col.  (5) 

Col.  (6) 

Col.  (7) 

Col. (8) 

Col. (9) 

100.0 

100.0 

100.0 

100.0 

100. 0 

104.9 

104.3 

104.6 

105.1 

99.2 

95.3 

107.7 

107.8 

98.4 

109.5 

103.5 

112.1 

115.0 

100.1 

112.0 

109.3 

116.7 

122.3 

104.0 

112.2 

105.8 

120.9 

125.3 

105.2 

114.9 

112.4 

125.0 

131.7 

107.6 

116.2 

109.3 

129.1 

130.0 

104.7 

123.3 

121.2 

133.5 

141.2 

108.4 

123.2 

130.6 

138.9 

144.1 

111.0 

125.1 

130.9 

143.6 

146.1 

110.6 

129.8 

114.9 

147.0 

144.1 

106.0 

138.7 

121.8 

150.5 

154.2 

109.7 

137.2 

130.1 

154.7 

158.0 

110.8 

139.6 

125.6 

158.6 

160.9 

109.3 

145.1 

137.2 

163.2 

171.9 

111.6 

146.2 

143.3 

167.9 

172.6 

112.6 

149.1 

159.6 

173.8 

189.1 

115.0 

151.1 

183.1 

181.5 

201.7 

119.0 

152.5 

204.6 

190.7 

214.8 

123.4 

154.5 

202.2 

199.5 

219.7 

125.9 

158.5 

208.8 

208.6 

229.9 

129.3 

161.3 

221.2 

218.4 

236.1 

133.2 

163.9 

213.2 

227.0 

235.1 

132.8 

170.9 

210.2 

234.8 

243.3 

132.1 

177.7 

231.2 

243.7 

259.0 

135.9 

179.3 

260.7 

254.3 

274.9 

141.1 

180.2 
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TABLE  H-3  ^ELECTED  INDEXES  BEARING  ON.  CHANGES  -  IN 

CAPITAL  PRODUCTIVITY  IN  PRIVATE  ECONOMY,  1947=100 


Year 

Growth  of 
GNP 

relative 
to  growth 
in  nonres. 
fixed 

investment 

(Col. 

7+5x100) 

Ratio  of 

fixed 

capital 

stock  tc 

GNP 

(Col. 

2+3) 

Growth  of 

GNP 

relative 
to  growth 
of  gross 
fixed 
capital 
stock 

(Col. 7+6*100; 

Growth  of 

GNP  per 
person  em¬ 
ployed 

(Col. 748x100) 

Growth  of 
GNP  per 
man-hour 
(BLS  data) 

Growth  of 
GNP  per  per 
son  employe 
relative  to 
growth  .of 
fixed- ' cap — 
ital  stock 
per  person 
employed 
(Col. 134 9 
xlOO) 

Col.  (10) 

Col.  (11) 

Col.  (12) 

Col.  (13) 

Col.  (14) 

Col.  (15) 

1947 

100.0 

1.55 

100.0 

100.0 

100.0 

100.0 

1948 

99.6 

1.54 

100.3 

99.5 

104.4 

100.3 

1949 

113.1 

1.54 

100.1 

109.5 

107.7 

100.0 

1950 

111.0 

1.51 

102.6 

114.8 

116.3 

102.5 

1951 

111.8 

1.48 

104.8 

117.5 

119.8 

104.7 

1952 

118.4 

1.49 

103.6 

119.1 

122.2 

103.7 

1953 

117.2 

1.47 

105.4 

122.9 

127.2 

105.8 

1954 

118.8 

1.53 

100.7 

124.1 

130.4 

100.6 

1955 

116..  4 

1.46 

105.8 

130.2 

136.2 

105.7 

1956 

110.3 

1.49 

103.7 

129.8 

13.6.4 

103.8 

1957 

111.6 

1.52 

101.7 

132.0 

140.3 

101.7 

1958 

125.4 

1.58 

98.0 

135.9 

144.8 

93.0 

1959 

126.6 

1.51 

102.5 

140.5 

149.9 

102.4 

1960 

121.4 

1.51 

102.1 

142.5 

152.4 

102.1 

1961 

128.0 

1.52 

101.5 

147.2 

157.6 

101.4 

1962 

125.2 

1.47 

105.3 

154.0- 

-165.1 

105.3 

1963 

120.4 

1.45 

102.8 

153.2 

170.9 

102.7 

1964 

118.4 

1.42 

108.8 

164.4 

177.5 

108.8 

1965 

110.2 

1.39 

111.1 

169.4 

183.6 

111.1 

1966 

104.9 

1.37 

112.6 

174.0 

191.0 

112.6 

1967 

108.7 

1.40 

110.1 

174.5 

194.9 

110.] 

1968 

110.1 

1.40 

110.2 

177.8 

200.5 

110.' 

1969 

106.7 

1.43 

108.1 

177.2 

201,3 

108.1 

1970 

110.2 

1.49 

103.6 

177.0 

203.5 

103.6 

1971 

115.7 

1.49 

103.6 

184.1 

211.8 

103.6 

1972 

112.0 

1.45 

106.3 

190.5 

219.8 

106.2 

1973-2/  105.4 

1.43 

108.1 

194.8 

226.2 

108.1 

Sources:  Bureau  of  Economic  Analysis 

P /  Preliminary, 


and  BLS 
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TABLE  H-4.  SELECTED  ESTIMATES  OF  CAPACITY  UTILIZATION 
RATES  IN  THE  PRIVATE  ECONOMY,  1966-1973 


(Percent) 


Year 

Bureau  of 

Economic 

Analysis, 

Commerce, 

All 

Manufac¬ 
turing, 
Average 
of  4 

Survey 

Month s§/ 

McGraw  Hill  Publishing  Co., 

December  of  the  Year 

Wharton  School, 

University  of  Pa. 

FRB, 

Average 

Manufacturing 

Manufac¬ 
turing, 
Mining,  & 
Utilities 

Average  of  4  Quarters 

of  4 

Manufac¬ 

turing 

Manufac¬ 
turing, 
Mining,  & 
Utilities 

Quarters 

Materials 

1966 

866/ 

88 

NA 

96 

97 

92 

1967 

84^ 

86 

86 

93 

96 

87 

1968 

85 

85 

85 

95 

97 

89 

1969 

85 

83 

83 

96 

98 

90 

1970 

81 

79 

79 

88 

89 

86 

1971 

80 

79 

79 

85 

86 

85 

1972 

83 

85 

85 

90 

90 

90 

1973 

86 

88 

88 

96 

96 

93 

a/  March,  June,  September  and  December 


b/  Average  of  June  and  Decembei 
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Policy  Heeds 

The  preceding  discussion  mignt  have  made  it  appear  that  the  only 
thing  that  the  United  States 'needs  to  cope  with  the  trends  in  question 
is  more  R  &  D,  As  far  as  I  am  concerned,  this  is  not  so.  More 
economically  and  "quality-of-life"  oriented  R  &  D  is  an  important 
element  of  U.S.  needs,  but  it  is  far  from  everything.  In  my  judgment, 
what  the  United  States  needs  (please  note  I  am  addressing  myself  here 
to  the  needs ,  not  options )  is  a  comprehensive  national  technological 
policy.  In  broad  terms  I  define  such  a  policy  simply  as  the  sum  of 
deliberate  actions  on  the  part  of  Government  aimed  at  the  increase  and 

improvement  of  technological  potions  and  alternatives  for  all,  productive 

units  in  the  economy  for  the  furtherance  of  national  objectives  v/ithin 

the  constraints  of  available  and/or  accessible  resources. 

1 

At  this  time  there  are  bits  and/or  pieces  that  might  fall  into  the 
scope  of  tills  definition,  but  the  country  does  not  have  a  coherent 
policy  per  se.  As  I  see  it,  the  institution  of  such  a  ccnerent  policy, 
in  the  conditions  of  the  kind  of  market  economy  and  Governmental 
institutions  as  we  have  today,  would  have  to  have  a  dozen  or  so 
strategic  elements.  These  would  have  to  include: 

(1)  Intelligent  planning  and  continuous  review  of  the  country's 
level  of  effort  in  the  enhancement  of  technological  development  by 

major  processes  and  sectors  of  the  economy.  By  "intelligent  planning" 

I  mean  essentially  the  same  kind  of  planning  that  the  late  Gerhard  Colm, 
Chief  economist  oi  the  National  Planning  Association  for  many  years, 
described  as  concerted  planning,  and  defined  as  a  procedure  in  which 
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the  benefits  of  coordination  of  purpose  and  activity  are  combined  witl 
the  individual  freedom  of  choice  and  without  stifling  centralized 
controls.69  At  this  time  we  have  nothing  of  this  sort,  nor,  as  I 
demonstrated  in  this  paper,  do  we  know  where  we  are  heading. 

( 2 )  Development  and  institution  of  policy  measures,,  assuring_an 

optimum  suoolv  of  appropriately  trained  scientific  and  technological 
manpower,  both  as  to  various  educational  levels  and  v/i thin  each  level 
( including  supply  of  technicians  and  "craftsmen"),  consistent  with  the 
country's  prospective  (long-term)  level  of  effort  in  technological 

development. .  We  have  virtually  nothing  of  this  sort  and  how  damaging 
this  has  been  to  the  country's  interest  might  best  be  seen  in  our 
implementation  of  President  Kennedy's  decision  to  "go  to  the  moon." 

The  goal,  including  the  deadline,  was  decided  upon  in  terms  of  an  R  &  D 
budget  without  much,  i^.  any,  regard  to  the  availability  oi  S  T 
manpower.  To  obtain  thfe  necessary  manpower,  NASA  and  its  contractors 
were  forced  to  compete  with  the  alternative  employers  of  S  &  T  manpower, 
notably  the  civilian-market -oriented  technological  endeavors  of  industry 
as  well  as  the  pure  defense  segment  of  the  "military- 
industrial— complex."  In  the  process 


^Cf.  Gerhard  Coin,  "The  Next  Step:  Concerted  Planning,"  State 
and  T.n^rTT* Government  Planning  Proceedings,  9th  Annual  Conference  of 
the  Center  for  Economic  Projections,  National  Planning  Association, 
October  24,  1968,  Report  69-J-l.  I  o«e  this  reference  to  Nestor 

Terlecky j . 
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of  this  competition,  salaries  of  scientists  and  engineers  skyrocketed 
and  this  increased  not  only  the  cost  of  "going  to  the  moon,"  but  it  also 
significantly  hurt  the  operations  of  other  segments  of  industry  as  well 
as  the  overall  rate  of  the  "bread-and-butter"  advance  of  the  civilian 
economy.  Equally  damaging  to  the  economy  might  also  prove  to  be  the 
lack  of  offsetting  measures  which  would  counter  the  reduction  of  the 
enrollment  in  the  S  &  T  colleges  and  universities  induced  by  recent 
cuts  in  NASA's  and  DoD’s  R  &  D  budgets <,  This  reduction,  if  permitted 
to  persist  for  a  few  more  years,  would  severely  damage  the  technological 
viability  of  the  country  for  the  decades  to  come. 

(3)  Development  and  institution  of  general  and  meaningful 
(effective)  incentives  for  an  optimum  level  of  private  investment  in 

R  &  D.  At  this  time  we  have  no  such  incentives  and,  to  my  knowledge, 
there  is  formidable  opposition  toward  the  institution  of  such 
incentives.  The  institution  of  such  incentives,  however,  is  called 
for  by  both  pragmatic  and  theoretical  considerations.  From  a  pragmatic 
point  of  view,  the  need  for  such  incentives  arises  from  the  fact  that 
the  flow  of  technological  innovations  in  the  United  States  generated  by- 
market  forces  alone  has  been  inadequate  for  quite  some  time  and,  being 
technologically  the  most  advanced  country  in  the  world,  the  United  States 
simply  does  not  have  any  other  way  to  assure  a  substantially  better 
stream  of  such  innovations  and,  hence,  an  adequate  long-term  rate  of 
progress,  except  through  fostering  its  own  R  &  D  effort  by  means  of 
Governmental  incentives  (unlike  other  countries  which,  being  generally 
at  a  lower  level  of  technological  development,  have  also  the  option  of 
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importing  innovations  from  abroad).  Theoretically  the  need  for  such 
incentives  is  called  for,  or  at  least  can  be  rationalized,  on  grounds 
of  foregone  social  benefits  resulting  from  an  inadequate  flovr  of 
innovations  because  of  the  lack  of  such  incentives.  Estimates  to  that 
effect  are  not  available,  but  it  is  a  theoretically  demonstrable  fact 
that  in  a  competitive  economy,  including  such  an  imperfectly  competitive 
as  is  the  U.S.  economy,  private  investors  in  R  &  D  leading  to 
technological  innovations,  especially  those  favoring  growth  m 
productivity  and  the  international  competitiveness  of  the  economy 
(including  strong  external  value  of  the  dollar),  never  capture  all  the 
benefits  that  accrue  to  the  economy.  In  most  instances,  if  not  all,  the 
social  portion  of  the  benefits  greatly  exceeds  the  private  portion  and 
frequently  by  a  multiple  factor  (think,  for  example,  about  the  social 
benefits  or  the  "returns"  to  the  development  of  artificial  fertilizers 
and  agricultural  insecticides  compared  with  the  returns  to  the  companies 
which  developed  these  advances  in  agricultural  technology,  no  matter  how 
crudely  both  are  calculated).  Private  investors  invest  in  R  &  D  only  to 
the  extent  which  is  justifiable  by  their  own  expected  (discounted) 
returns  to  the  invested  funds  compared  with  all  alternative  investments  and 
without  any  consideration  of  social  benefits  thereof.  Other  things 
being  equal,  the  alternative  investment  opportunities  to  private 
investors,  which  at  tim.es  might  not  be  at  all  beneficial  to  society  and 
occasionally  might  even  be  detrimental  to  society's  interests,  are  as 
good  as  investments  in  R  &  D.  The  role  of  the  incentives  in  question 
is,  with  as  little  fraction  of  the  total  cost  as  possible,  to  swing  the 
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decisions  in  favor  of  R  &  D  and  thus  assure  the  social  returns  of  the 
total  investment.  Precise  cost/benefit  ratios  of  various  potential 
schemes  of  such  incentives  cannot  be  readily  furnished.,  but  my  crude 
calculations  along  these  lines  lead  me  to  believe  that  sensible 
incentives  would  yield  social  benefits  at  a  better  than  bargain  price. 

(4)  Securing  an  optimum  public  investment  in  R  &  D  in  social 
infrastructure,  including  those  relevant  for  society's  "quality-of-life," 

and  in  civilian -market -oriented  technological  opportunities  where  for 

various  reasons  (such  as  industry  fragmentation,  excessive  risk,  etc.) 

the  market  forces  and  general  incentives  cannot  assure  an  optimum  level 

of  effort.  We  have  a  number  of  mission-oriented  agencies  which  have 
been  trying  to  do  this,  but  the  attempts  to  "fill  the  gaps"  of  civilian 
markets  have  been  rathe*  haphazard  (largely  in  response  to  "vested- 
interest"  pressures,  sucn  as  in  agriculture  and  research  for  greater  use 
of  coal.  R  &  D  in  desalinization  of  sea  water  and  civilian  nuclear 
technology  are  the  only  two  areas  in  which  vested-interest  pressures 
played  little  or  no  role). 

(5 )  Securing  the  proper  industrial  environment  for  the  optimum 
utilization  of  new  technology  of  domestic  and  foreign  origin.  By  the 
proper  industrial  environment  I  mean  adequate  availability  of  venture 
capital;  availability  of  incentives  conducive  for  continuous  modern¬ 
ization  and  new  investment  in. plant  and  equipment  which  historically 
has  been  the  chief  vehicle  for  the  diffusion  of  new  technology;  absence 
of  institutional  barriers  against  use  of  new  technology  (such  as 
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restrictive  work  rules,  several  thousand  local  building  codes,  etc.); 
and  the  absence  of  heterogeneous  standards  and  measurements.  At  this 
time  we  probably  have  fairly  adequate  Governmental  incentives  for  the 
modernization  of  obsolete  plant  and  equipment  (new  depreciation  rate 
allowances  and  investment  tax  credits),  but  the  restrictive  work  rules 
and  the  thousands  of  local  building  coaes  hinder  the  development  and 
diffusion  of  new  technology  and  the  availability  of  ventur,.  c.pi'al 
is  getting  worse  because  of  the  rapidly  increasing  internationalization 
of  U.S.  capital  markets  and  the  apparently  irreversible  trend  toward 

progressively  higher  interest  rates. 

(6)  ^curing  the  proper  C-o  /eminent al  legal  and  regulatory  posture 

with  resoect  to  the  development  and  ut.~l  i  nation  ot  new  technology, 
especially  the  absence^  excessive  carriers  to  cooperative  R  &  D  and 
utilization,  of  the  fruits  thereof  arising  out  of  anti-trust  laws  and 
regulations,  the  absence  of  arbitrary  pollution  control  and  consumer 
protection  type  regulations,  and  the  absence  of  arbitrary  rats  setting 
of  utilities  that  inhibit  the  introduction  and/or  diffusion  of  new 

technology . 

(7)  neuol  cement  and  institution  of  patent  policy  that  wqujd 
tend  to  o  phi  molly  stimulate  the  strive  for  .development  of  new  technology 
■„w  then  to  hinder  it.  At  this  time,  there  is  considerable,  and 

healthy  debate  going  on  as  to  what  kind  of  policy  would  be  most 
appropriate  for  the  purpose  (short,  say  five  years  or  so  protection,  or 
twenty  or  more  years  protection,  that  is,  longer  than  we  have  today), 
but  there  also  seems  to  be  a  disquieting  trend  of  court  verdicts  underway 
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which  imply  the  courts'  questioning  society's  needs  for  any  protection 
of  property  rights  in  the  area  of  industrial  and  technological  know-how 
on  the  part  of  private  individuals  and  institutions. 

(8)  A  Governmental  procurement  policy  that  would  be  conducive  to 
the  diffusion  of  new  technology.  Unlike  in  the  area  of  defense  and 
space  the  relative  importance  of  such  a  policy  for  civilian  technology 
is  probably  not  great  (except  in  the  area  of  data  processing  and  power 
generating  equipment),  but  in  a  pragmatic  concerted  effort  use  must  be 
made  even  of  the  forces  that  might  only  marginally  contribute  to  the 
overall  objective. 

(9)  Development  and  institution  of  policies  that  would  assure 
optimum  benefits  of  the  country's  technological  effort  for  foreign 

trade  and  the  balance  of  payments  There  are  a  number  of  policies 
presently  on  the  books  whose  effect  seems  to  be  the  opposite  In  the 
face  of  continued  (and,  at  least  in  some  important  cases,  increased) 
efforts  by  ether  countries  to  import  advanced  foreign  technology  in  a 
naked  form  as  rapidly  as  possible,  on  one  hand,  and  still  extremely 
powerful  incentives  for  U.S.  companies  to  export  such  technology  also 
as  rapidly  as  they  can  (see  Tables  8  and  18),  on  another,  it  is 
practically  unthinkable  that  the  United  States  could  counter  the 
unfavorable  trends  of  concern  here,  or  even  do  much  in  other  aspects  of 
the  overall,  technological  policy,  especially  the  institution  of 
governmental  incentives  for  an  increase  in  private  industrial  R  &  D, 
without  a  drastic  change  in  policies  affecting  transfers  of  technology 
in  a  naked  form  that  are  presently  in  force. 
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(10)  novel oonent  of  adequate  and  rationale  safeguards  against 
oi  „sa  of  now  technology  *♦•>»»«■  stifling  controls.  As  noted 

earlier,  some  of  the  rales  and  regulations  we  are  promulgating  now 
would  seem  to  be  based  on  arbitrary  criteria.  In  the  long  run  they 

might  produce  more  narm  than  good. 

(11)  Tnst.itnt.ion  Of  a  system  of  "enlightened"  timely  publications 

which  would  inform  the  public  about  the  social  consequences  of  major 
tcchno-lnci cal  changes-both  beneficial  and  not  so  beneficial-and  the 
...jUM,  alternatives.  The  lack  of  such  publications  has  probably 
been  a  factor  in  the  growth  and  popularity  of  the  "anti-technology 
movement"  as  well  as  actual  delays  in  the  diffusion  of  nuclear  power- 

generating  technology. 

(3_2)  Finely,  there  must  be  an  institutional _foc al  .point  of 


.  - -AVici’fTr  t.h  r,  the  executive  branca  _oi — u 

continuous  rejywujxwu-iu,y  ,,xo  .-“c — — - - - 


hovernment  for  the  state  of  technology  in  the  economy  at  large, 
statutorily  embowered  to  initiate  new  policies  as  well  as  channes_ 
in  old  policies  which  bacame  either  inconsistent  with  the  nation^ 
...H,  or  do  not  work  effectively.  At  the  present  time  there  are  about 
two  dozen  agencies  having  some  responsibilities  for  the  state  of 
affairs  in  U.S.  civilian  technology,  but  mere  is  no  focal  point.  The 

prevailing  view  seems  to  be  that  this  ,  sj ii-n  15  tne  thino 
"brought  the  country's  technology"  to  the  foremost  of  the  world  and 
that  it  will  continue  to  serve  the  country  well  in  the  future. 
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In  my  judgment,  the  merit  of  this  "pluralism"  is  even  worse  than 
the  "merit"  of  the  pluralism  In  the  area  of  foreign  economic  policy 
formulation  of  up  to  a  few  years  ago.  The  pluralism  in  the  formulation 
of  foreign  economic  policy  worked  "well"  when  the  things  and  the 
country  would  probably  have  done  well  or  better  without  the  help  of  the 
many  agencies  which  made  the  policies;  however,  when  things  got  bad, 
the  Government  was  forced  to  set  up  a  focal  point  of  responsibility 
(Council  on  International  Economic  Policy). 

The  heart  of  our  "pluralism"  in  the  area  of  technological  policy 
formulation  are  (small)  task  forces,  usual  1 y  appointed  for  a  short  time 
to  ’work  out  solutions  to  specific  problems.  The  mechanism  of  task 
forces  might  and  probably  does  work  well  when  the  problems  the  task 
forces  are  supposed  to  attack  are  narrow  and  technical  in  nature,  the 
members  of  task  forces’1  are  true  experts  in  the  problem  area,  and  the 
members  of  task  forces  are  adequately  backed  with  staff.  However, 

(l)  when  the  problem  areas  'which  task  forces  are  supposed  to  attack 
are  broad  and  involve  not  only  technological,  but  also  social, 
economic  and  political  considerations,  and  having  both  national  and 
international  objectives,  and  all  of  this  is  true  in  mosu  technological 
problems  facing  the  nation  at  large  at  this  time;  (2)  'when  members  of 
task  forces  are  chosen  not  necessarily  on  the  basis  of  their  genuine 
expertise  but  largely  on  the  basis  of  the  need  for  agency  representative 
or  vested-interest  groups  and  their  availability,  and  this  is  true  in 
most,  if  not  all,  cases;  and  (3)  when  members  of  task  forces  are  not 
provided  with  back-up  staff,  but  are  supposed  to  do  their  own  research 


in  the  problem  area  and  othe: 
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r  staff  work,  and  this  is  almost  the  rule 
in  our  system,  then  what  such  an  adhocery  system  of  task  forces  is 
likely  to  produce  is,  at  best,  a  matter  of  chance. 

Nor  is  the  feebleness  of  the  principal  mechanism  of  our 
technological  policy  formulation  all  that  there  is  to  it.  It  is 
greatly  compounded  by  a  number  of  powerful  institutional  and  other 
adversities,  most  notably  the  lack  of  effective  continuity  in  the 
leadership  of  the  agencies  having  formal  responsibility  for  parts  of 
the  country's  overall  state  of  technology  (the  tenure  of  office  of 
the  people  in  question  is  usually  far  too  short  to  acquire  a  proper 
understanding  of  the  problems,  let  alone  to  promulgate  policies  that 
might  be  called  for);  the  progressively  rising  budgetary  constraints 
of  tne  Federal  Government;  the  dominance  of  short-term  criteria  in 
the  Government's  economic  policy  making  and  the  lack  of  short-term 
political  accomplishment  appeal  of  most  technological  programs;  the 
growth  of  extremely  vocal  anti-technology  philosophy  within  the  elite 
of  American  society;  the  pressures  of  conflicting  private  vested- 
interest  groups ;  and  the  lixe . 

I  should  like  also  to  note  that  in  contrast  to  the  United  States 
all  other  major  industrialized  countries  have  by  now  at,  least  some 
sort  of  central  point  and  continuity  of  Governmental  responsibility  for 
the  state  of  technology  in  their  economies  at  large,  and  most  of  them 
are  quite  elaborate  and,  evidently,  quite  effective.  In  short,  by  now 

an  "entirely  different  world"  to  cope  with 


the  United  States  has 
than  it  used  to  have. 
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To  me,  the  continuation  of  the  kind  of  "pluralistic"  system  in 
the  area  of  technological  policy  formulation  as  we  have  would  be 
tantamount  to  a  more  or  less  continuation  of  current  trends  in  our 
technology,  and,  of  course,  the  kind  of  consequences  as  I  outlined 
in  the  beginning  of  this  section. 

Each  of  the  twelve  strategic  elements  listed  above  might  be 
instituted  in  a  number  of  different  ways.  Defining  and  analyzing  all 
the  options  that  are  available  in  this  regard  would  require  a  major 
systematic  effort  which  I  have  not  been  able  to  exert  so  far.  However, 
in  the  context  of  my  official  and  semi-official  work  I  have  given  a 
considerable  amount  of  fairly  systematic  thought  as  to  how  one  might 
go  about  enhancing  R  &  D  for  purposes  of  increased  productivity  growth 
and  the  international  competitiveness  of  domestic  industry  and  what 
would  be  the  relative  merits  of  the  opt. ions  that  are  available  for  the 
purpose.  Enhancement  of  the  R  &  D  in  question,  I  should  note,  might 
not  be  the  most  important  element  of  the  (comprehensive)  national 
technological  policy  in  terms  of  what  it  would  actually  accomplish, 
but  it  certainly  would  be  the  most  costly  as  far  as  the  Government 1 s 
financial  commitment  is  concerned,  and,  therefore,  the  policy  opted 
for  would  probably  prove  the  most  difficult  decision  that  the  Government 


will  have  to  make. 
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Ootions  fnr.  Enhancement  of  Private  R  &  D  to  Lncrease  the  Economy.'  s 
Productivity  Growth  and  the  International  Competitiveness  ot  ^.aestic 

Industry 


There  are  about  a  dozen  distinct  options  that  night  in  principle 
be  used  for  the  purpose.  However,  we  are  interested  not  only  in 
their  usability  in  principle,  but  also  in  what  we  could  acconplish  by 
using  them,  would  their  use  be  consistent  with  society's  other 
objectives,  etc.  Prior  to  "naming  names,"  therefore,  I  propose  to 
take  explicit  notice  of  at  least  the  principal  criteria  by  which  we 
must  judge  the  usability  and/or  adaptability  of  the  options  that  are 

available . 

(a)  The  first  and  perhaps  the  foremost  criterion  is,  of  course, 
the  size  of  the  job  which  the  policy  or  policies  opted  for  must  do.  It 
is  simply  huge.  This  is  implicit  in  the  scope  of  what  must  be  done  in 
order  to  achieve  the  stated  objectives:  lifting  up  the  technological 


level  of  literally  tens  of  thousands  of  capital  equipment  items  and/or 
developing  thousands  of  entirely  new  equipment  (to  be  used  not  only  in 
industry  proper,  but  also  in  Government  and  other  "service"  sectors  of 
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the  economy),  thousands  of  consumer  durables,  hundreds  of  synthetic 
types  of  raw  materials,  etc.  .  The  huge  job  to  be  done  is  also  implicit 
in  the  fact  that  by  now  the  relative  intensity  of  economicaJly-relevant 
R  &  D  effort  of  foreign  countries,  a  key  factor  in  international 
technological  competitiveness,  might  exceed  that  of  the  United  States, 
on  the  average,  by  at  least  50  percent.  In  addition,  foreign  countries, 
largely  because  of  their  lower  level  of  development,  have  easier  access 
to  advanced  foreign  technology,  than  we  have.  By  crudely  quantifying 
this  advantage  I  estimate  that  our  relative  (R  &  D-equivalent )  effort 
for  purposes  of  economically- and  international.- competition- relevant 
technological  advance  is  only  about  10  percent  as  great  as  that  exerted 
by  other  industrialized  countries.  This  implies  that  if  the  U.S, 
seriously  wanted  to  restore  the  international  competitiveness  of  its 
-^dustr”-,  it  should  plan  for  at  least  a  doubling  of  its  R  &  D  effort 
of  concern  here  (not  immediately,  but  eventually  and  the  sooner  the 
better.  The  lack  of  appropriately  trained  S  &  T  manpower  would 

prevent  a  large  immediate  e^cpansion), 

(b)  There  is  no  way  to  induce  that  big  an  expansion,  if  any,  of 
the  private  economically- relevant  R  &  D  effort  witnout  substantial 
outlays,  one  way  or  another,  of  public  funds.  The  outlays  of  such 
funds  can  be  made  only  with  the  approval  of  Congress. 

(c)  Congress,  as  usual,  will  try  to  minimize  outlays  of  public 
funds  as  much  as  possible  and  it  appears  to  be  out  of  the  question  that 
Congress  would  approve  outlays  of  public  funds  that  would  be  equivalent 
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to  doubling  the  current  level  ox  the  effort  in  question.  i.he  usability 
of  any  policy  that  the  Government  might  opt  for  must  be  judged  by  the 


pull  of  private  funds. 

(d)  Congress  is  unlikely  to  approve  programs  involving  large 
outlays  of  public  funds  that  might  directly  or  indirectly  benefit 
special  groups,  even  "imaginary  groups" — the  kind  that  might  be  created 
in  the  process  of  setting  "priority  areas"  of  civilian-market -oriented 
technological  development.  -Therefore,  the  more  general  the  policies  the 
Government  would  opt  for  the  easier  they  will  be  to  promulgate. 

(e)  The  less  bureaucracy  build-up  the  policies  opted  for  '-nil 
require,  the  easier  it  will  be  "sold  to  public"  and  the  easier  it 

should  be  to  promulgate  it  in  Congress. 

(f)  The  less  bure^ucractic  control  of  the  direction  of  tecnnologicai 

development  the  policy  or  policies  opted  for  wall  require,  the  mure 
private  initiative  the  policy  ’.-/ill  induce  and  the  less  resentment  it 
vail  evoke  on  the  part  of  private  interests  and  on  the  part  of  Congress. 


(g)  Enhancement  of  new  technology  for  the  two  stated  objectives 
requires  not  only  research,  but  also  the  development  ana  commercial¬ 
ization  of  the  fruits  of  research.  The  effectiveness  in  the  latter 
depends  on  the  availability  of  experimental  base  and  marketing  mechanism 
within  the  organization  performing  R  Sc  D,  and/or  ao  leasu  strong  ties 
of  the  R  Sc  D  performer  with  outside  organizations  having  the 


experimental  base  and  marketing  mechanism. 


538 


(h)  R  &  D  projects  require  highly  sophisticated  management.  The 
less  experienced  the  manager,  the  more  errors  and  failures  there  will 
be . 

(i)  Governmental  sponsorship  of  R  &  D  involves  extremely  intricate 
proprietary  issues  with  respect  to  which  the  Government  has  no  clear-cut 
policy  and  it  is  not  likely  to  have  it  soon.  Therefore,  the  more  direct 
Government '  s  sponsorship  of  R  &  D,  the  more  likelihood  there  vail  be 
for  problems,  litigation,  etc. 

(j)  The  policy  or  policies  opted  for  should  permit  at  least  a 
crude  periodic  evaluation  of  their  (long-term)  results. 

There  may  be  sane  criteria,  which  I  have  not  mentioned,  that 
should  be  considered  in  evaluating  the  relative  merit  or  usability  of 
the  options  that  are  available  in  principle,  but  I  do  not  think  they 
would  change  the  general  propositions  which  I  make  by  considering  only 
the  ten  listed  above.  With  this  in  mind,  let  us  see  what  can  be  used. 

(1)  Natually  the  first  option  that  comes  to  mind  is  "beefing  up" 
the  R  &  D  level  at  universities  via  Government  contracts  or  tax  credits 
to  private  companies  sponsoring  the  "beefing  up."  Universities  are 
known  to  have  made  great  contributions  to  our  defense  and  space  effort, 
and  occasionally  contributed  to  the  development  of  civilian  technology 
(e.g.,  computers  at  the  University  of  Pennsylvania,  and  the  numerical 
control  of  machine  tools  at  MIT).  The  advantages  of  this  route  would 
be  a  readily  available  and  fairly  good  management  of  the  projects  at 
the  performer  level j  the  program  would  yield  some  financial  help  to 
the  universities  which  they  badly  need;  the  policy  would  easily  render 
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itself  to  periodic  evaluation  of  its  results;  and  Congress  would  prooably 
approve  it  if  it  we-e  convinced  that  this  is  the  viable  route.  The 
limitations  of  this  route,  however,  would  simply  be  overwhelming:  the 
universities  most  probably  would  not  want  to  expand  their  R  &  D  facil- 
ities  much  beyond  what  they  presently  do,  let  alone  by  as  much  as  the 
"job  to  be  done”  needs;  the  universities  have  little  experimental  bases 
for  industrial  technology  and  none  whatsoever  in  marketing  experience 
and  their  ties  with  industry  are  very  weak  and  are  not  likely  to 
become  much  stronger  no  matter  what  the  Government  would  do  (because 
of  the  "natural"  striving  for  independence  on  the  part  of  professors); 
the  proprietary  problems  would  probably  be  stupendous;  in  case  contracts 
would  be  the  method,  the  Government  bureaucracy  administering  the 
program  would  zoom;  and  the  cost  of  the  expanded  R  &  D  effort  would  be 
100  percent,  or  actually  more  because  in  the  expansion  some  if  not  many 
"technological  opportunities"  would  be  tackled  ’.which  private  industry 
would  have  tackled  in  due  course  with  its  own  funds  anyway.  All  things 
considered,  this  route  is  not  the  kind  that  could  accomplish  much  or  one 
that  the  country  could  opt  for  (note  that  this  judgment  refers  to 
industrial -type  of  R  &  D  and  not  to  basic  research). 

(2)  As  a  second  option,  we  might  think  of  expanding  the  R  &  D 
effort  via  federally-funded  research  centers  and  (largely  federally- 
funded)  "nonprofit-making"  private  research  organizations.  The 
advantages  in  following  this  route  would  be  the  readily  available 
expert  project  managers  and  in  the  future  the  long-term  results  would 
be  fairly  easy  to  assess.  The  disadvantages,  however,  would  be  almost  as 
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overwhelming  as  with  the  universities,  plus — there  would  be  strong 

resentment  to  this  route  on  the  part  of  private  enterprise  and  Congress 

would  probably  not  approve  it  because  of  the  potential  growth  of 

Government's  control  of  civilian  technology „ 

(3)  The  third  option  is  to  support  small  ( independent )  innovative 

entrepreneurs  via  contracts  and/or  cost  sharing.  This  option,  I  should 

70 

note,  is  quite  popular  with  many  economists  and  Government  officials, 
due,  in  large  measure,  to  an  idea  promulgated  by  a  1967  Department  of 
Commerce  study^1  that  the  bulk  of  the  technological  progress  of  the 
country  has  been  generated  not  by  large  corporations,  but  by  small 
entrepreneurs  and/or  independent  inventors.  Most  of  the  information  on 
which  this  idea  was  based,  however,  referred  to  the  late  19th  century 
and  early  part  of  the  29th  century.  Since  World  War  II,  as  shewn  in 
Table  22 ,  the  small  innovative  entrepreneurs 1  contribution  to  the 
country's  overall  technological  progress  might  be  equated  to  the 
Polaroid  camera,  xerox  copying  device  and  a  few  inventions  of  Texas 
instruments  if  Texas  Instruments  could  be  considered  as  a  "small 
0ry^ rspreneur  • "  In  following  this  route  for  the  purpose  at  hand  the 


7°cf . ,  for  example.  Economic  Report  of  the  President,  1972, 
Chapter  4. 

71U.S.  Department^ of  Commerce,  Technological  Iimovationj — Itj[ 
Fmrir-nnmflnt.  and  Management,  Washington,  D.C.,  1967,  Chart  13,  p.  i« 
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TABLE  22.  TECHNOLOGICAL  BREAKTHROUGHS  ORIGINATED  IN  THE 
UNITED  STATES  SINCE  WORLD  WAR  II 


Breakthrough 


Inventor  and/or  Sponsor 


Year 


Streptomycin 
Polio  vaccine 

Dithiocarbonate  fungicides 
(Synthetic  organic 
fungicides 

Polysnides  (synthetic  fiber) 

Acrylic  (synthetic  fiber) 

Electronic  transitcr 

Square-loop  ferrities 

Integrated  electronic 
circuits 

Electronic  telephone 
switching  gear 
Satellite  communications 
systems 

Digital  comoulers 

u  * 

Analogue  computers 

Magnetic  "bubble"  memories 
Nuclear  magnetic  resonance 
spectroscopy 
Infra-red  spectroscopy 

Laser 

Turbo-generators  working 
with  super-critical 
pressures  and  temperatures 
of  steam 


Selman  A,  Waksman/Merck  &  Co. 
Jonas  E,  Salk/University  of 
Pittsburgh 

DuPont ,  Rohm  and  Haas 


DuPont 

DuPont 

Bardeen,  Brattain  and 
Shockley  -  Bell  Labs 
Albers -Schoenberg/MIT , 

General  Ceramics 
Texas  Instruments, 

Fairchild  &  Westinghouse 
We stern  Electric 

AT&T,  TRW,  Hughes  Aircraft/ 
Department  of  Defense 
University  of  Pennsylvania/ 
Army;  MIT,  Remington  Rand 
National  Bureau  of  Standards, 
Reeves  Instruments, 

Johns  Hopkins -Curtis  Wright 
Bell  Labs 
Bloch  &  Hansen 

Varian  Associates 
American  Petroleum  Institute 
Perkin-Elmer^/ 

Bell  Labs,  Hughes  Res.  Lab 
Babcock-Wilcox 
GE,  Westinghouse 


1943-1944 

1954 

1945 


1935|/ 

l939b/ 

1941-3,9473/ 

1950W 

1947 

1949-1950 
Early  1950's 
1955 
1958 

1945-1951 

1945-1946 


1966^/ 

1945r/ 

1949^/ 

World  War  II 
1946^/ 

I960 


a/ 


1957 

Late  1950's 
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TABLE  22.  TECHNOLOGICAL  BREAKTHROUGHS  ORIGINATED  IN  THE 
UNITED  STATES  SINCE  WORLD  WAR  II— Cont. 


Breakthrough 


Inventor  and/or  Sponsor 


Year 


Nuclear  reactors  for 
electric  energy 
generation 
Thin  tin  plate 
Taconite  processing 


Numerical  control  of 
machine  tools 
Electromilling  of  metals 
High  energy  rate  forming 
of  metals 
Vertical  take-off 
aircraft 

Continuous  mining  machines 
Synthetic  diamonds 
Fiber  Optics 

Deinking  of  used  newsprint 
Tape  controlled 

electrosetting  machines 
Mechanical  color 
separation 
Shadow-mask  color  TV 
picture  tube 
Polaroid  photography 
Xerography 


GE,  Westinghouse/AEC, 

Navy 

U.S.  Steex  . 

E.W.  Da vis^/ University 
of  Minnesota  Reserve 
Mining 

MIT/Cincinnati  Milacron 
and  Giddings  &  Lewis 

Anocut  Corp.  and  Elox  Corp 

USI  Clearing  and  Verson 
Allsteel  Press 

Bell  Aircraft-NASA, 
Convair-Navy 

Joy  Mfg. 

GE 

Armour  Research 

Garden  State  Paper  Co. 

Intertype 

Printing  Development  Inc./ 
RCA 

RCA 

Edwin  Land 

Chester  Carlson/Battelle 
Dev.  Corp. 


1954 


Late  1950's 
1912-1922§/ 
1955 b/ 

1954-1955 

Early  1950' s 
1955 

Mid  1950' s 

1943 

1955 

I960 

1952 

1950 

Early  1950's 
1947 


1947  . 
1937^/ 
1946 W 


a /  Development 
b/  Commercialization 

Source:  Compiled  by  the  Department  of  Commerce 
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advantages  would  be  the  potential  antensii  icatlon  of  competition,  and 
political  "sex-appeal" — hence,  it  would  probably  be  easier  to  promulgate 
than  some  other  routes  if  Congress  'were  convinced  that  this  is  tne 
proper  route,  however,  in  terms  of  the  criteria  listed  above,  the 
disadvantages  of  this  route  would  not  be  much  smaller  than  with 
universities  and  federally -funded  research  centers:  only  a  trickle  of 
the  needed  expansion  of  R  &  D  could  be  accomplished;  most  small 
enterprises  generally  lack  the  experimental  Dases  and  marketing 
expertise;  whatever  expansion  would  be  achieved  the  Government's  cost 
would  not  be  much  less  than  100  percent  because  of  the  generally  weak 
financial  position  of  small  enterprises  and,  in  following  this  direct- 
support  route,  the  Government  would  finance  things  that  business  at  large 
would  do  in  due  course  with  its  own  funds;  and  there  would  be  many 
oroprietary  problems.  All  things  considered,  I  do  not  think  this  is  a 
viable  option,  especially  if  it  were  used  as  the  sole  route. 

(4)  The  fourth  option  is  to  expand  the  R  &  D  via  contracts  to 
and/or  cost  sharing  with  firms  having  excess  R  &  D  facilities  and 

managerial  talent  due  to  cut— backs  in  defense  and  space  programs,  ihe 
advantages  of  this  route  would  be  utilization  of  idle  R  &  D  facilities 
(originally  funded  by  Government)  and  experienced  management  and  the 
results  of  the  program  could  probably  be  kept  track  of  for  future 
assessment.  However,  the  disadvantages  would  be  that  the  projects 
would  be  carried  out  with  a  defense-and  space-type  R  &  D  philosophy, 
since  most  of  the  firms  in  question  are  heavily  indoctrinated  and  still 
predominately  oriented  toward  defense-and  space  programs  markets;  the 
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firms  generally  lack  marketing  expertise  in  nondefense  markets;  the  cost 
q£  the  expansion  to  the  Government  would  tend  to  be  close  to  100  percent 
or  more  because  many  things  would  be  financed  with  public  funds  which 
private  business  at  one  time  or  another  would  do  itself;  proprietary 
problems  vrould  plague  the  program;  the  route  would  reouire  a  larg*^ 
Governmental  bureaucracy  to  administer;  and  the  public,  and  perhaps 
Congress,  would  look  at  these  programs  as  a  ’’special  interest 
enterprise  and  possioly  even  as  a  "disguised  mil  it  ary-dndus  trial 

effort . 

(5)  We  might  also  try  to  expand  the  R  &  D  in  question  via  contracts 
and/or  cost  sharing  with  manufacturers  of  "capital  goods,"  as  some 
advocate.  The  advantage  of  this  route  vrould  be  experienced  management 
of  projects,  since  capital  goods  producers  do  quite  a  bit  of  their  own 
R  &  D;  the  manufacturers  of  capital  goods,  in  the  aggregate,,  are  aware 
of  the  current  state  of  U.S.  technology  in  great  detail  and  should  have 
some  insight  as  to  what  are  the  most  promising  opportunities  for  further 
progress;  they  also  have  the  experimental  bases  as  well  as  marketing 
•expertise:  and  the  results  might  fairly  easily  be  assessable  in  the 
future  if  proper  records  were  kept  for  the  program.  However,  in 
following  this  route  the  technological  opportunities  in  the  area  of 
consumer  durables,  raw  materials,  perhaps  energy,  and  other  technology 
not  entering  the  economy  via  existing  capital  goods  would  be  left  out; 
in  contact  arrangement,  the  projects  would  not  be  carried  out  by  the 
most  talented  manpower* (the  most  talented  would  probably  be  employed 
on  the  firms'  own  projects);  in  many  instances  (probably  all  most 
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promising  projects)  the  Governmental  contacts  and/or  cost  shar.ing 
arrangements  would  substitute  for  the  industry's  own  effort  (at  one 
time  or  another);  the  route,  as  others  of  a  direct -support  nature, 
would  require  a  large  bureaucracy  to  administer  the  projects;  the  cost 
of  the  expansion  to  the  Government  would  be  large;  proprietary  problems 
would  plague  the  program;  and  the  public,  and  perhaps  Congress,  would 
probably  look  upon  it  as  a  "special  interest"  enterprise. 

(6)  The  sixth  option  is  to  expand  the  R  &  D  via  contracts  to  and/or 
,nst.  sharing  with  all  kinds  of  business  firms  having  demonstrable 
capability  to  do  research,  developing  and  marketing  new  technology;. 

The  advantages  and  disadvantages  of  this  route  would  be  essentially  the 
same  as  with  the  manufacturers  of  capital  goods  (option  5)  except  that 
the  technological  opportunities  would  be  tackled  on  a  more  comprehensive 

C  Q  O  Q  * 

(7 )  One  night  also  try  to  do  the  job  by  establishing  a  national 
foundation  for  industrial  R  &  D  which  would  disburse  a  certain 
magnitude  of  appropriated  funds  in  the  form  of  granns  in  accordance 
with  projected  cost/benefit  ratios  or  other  criteria  that  it  might 
develop  for  the  purpose.  The  advantage  of  this  route  would  be  that  it 
would  assure  the  availability  of  funds  for  really  meritorious  proposals. 
But  in  many  instances  it  most  certainly  would  be  substituting  public 
funds  for  private  funds,  it  would  require  a  large  bureaucracy  to 
administer  the  disbursement  of  grants,  and  the  extent  of  enhancement  of 
the  country's  R  &  D  effort  in  question,  that  is,  above  what  market 


forces  would  generate  without  such  a  foundation,  night  be  nil,  if  any, 
if  the  annual  appropriations  for  the  purpose  were  not  sufficiently 


large . 

(8)  It  might  also  be  possible  to  enhance  the  country's  R  &  D 
effort  in  question  via  interest-free  or  low-interest  Governmental  loans 
to  qualified  ("bona  fide")  performers  to  be  disbursed  by  a  specially: 
established  bank.  The  net  effect  of  such  loans  would  be  the 
subsidization  of  R  &  D  in  question  by  the  amount  of  the  difference 
between  the  interest  rate  charged  by  commercial  banks  and  the  charges, 
if  any,  by  the  bank.  The  program  would  probably  generate  more 
R  &  D  than  the  market  forces  would  do  without  it,  especially  in  the 


area  of  "big  ticket" 
necessarily  much  more 
ir  c ent-ivss .  snci.  3.t/  s. 


projects  of  large  corporations,  but  on  a  whole  not 
because  of  the  relatively  small  "marginal" 
substantial  cost  to  Government  because  the  loans 


would  have  to  be  available  not  only  to  those  performers  who  would  not  do 
the  R  &  D  unless  such  loans  were  available,  but  also  to  those  who  would 
do  it  anyway.  In  addition,  the  bank  in  question  would  have  to  be  manned 
by  a  large  staff  of  experts  who  could  make  a  larger  contribution  to  the 
country's  R  &  D  effort  in  question  by  doing  actual  R  &  D  rather  than 

administering  the  Government's  program. 

(9)  One  might  also  try  to  enhance  ll  uR^v  n  in  question  via  the 
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British  route,72  namely  through  the  establishment  of  a  publicly  funded 
nrnfi t -oriented  National  Research  and  Development  Corporation  which 
would  contract  for  research  and/or  buy  readily  available  patents  tor 
nevr  know-how  from  private  individuals  and  companies  that  is  of  potential 
benefit  to  the  objectives  but  is  unlikely  to  be  developed  and 

commercialized  by  private  interests;  develop  or  contact  for  the 
development  of  the  know-how;  and  sell  the  developed  know-how  to  private 
^tsrssts  for  commercialization  on  a  royalty  basis.  Ihe  advantages  of 
this  route  might  be  a  fuller  utilization  of  the  country's  innovative 
potentialities,  especially  of  that  residing  in  "lone  wolves";  fostering 
of  small  innovation-oriented  companies  (and,  hence,  fostering  competi¬ 
tion);  and  the  results  of  the  program  could  be  assessed  fairly  easily  in 
the  future.  Its  disadvantages,  however,  would  also  be  formidable:  the 
initial  public  cost  oi?  the  innovations  would  tend  to-  be  close  to 
ICO  percent;  the  profit  motive  would  undoubtedly  push  the  corporation 
toward  most  promising  innovations  which  in  due  course  private  interests 
would  develop  anyway  and,  hence,  there  would  be  at  least  some 


72In  addition  to  Great  Britain,  this  method  is  being  experimented 
with  by  France,  Japan,  the  Netherlands  and,  in  some  form,  other 
countries . 


548 

substitution  of  public  funds  for  private  funds;  and  Congress  would 
probably  never  appropriate  sufficient  funds  to  make  the  program,  as  big 
as  the  country  needs.  This 'route  mignt  be  good,  or  even  ideal,  for 
small  and/or  countries  still  at  a  low  level  of  technological 
sophistication  (and,  hence,  relatively  narrow  scope  of  developmental 
options),  but  for  as  big  and  technologically  as  developed  country  as 
is  the  United  States  this  route  would  probably  not  do  much  good. 

(10)  There  is  also  the  option  of  enhancing  the  R  &  D  in  question 
via  speical  tax  incentives  (credits)  or  equivalent  cash  payments,  to 
performers  with  no  tax  liability  for  all  private  investments  in  R  &  D 

that  would  meet  certain  criteria  consistent  with  the  policy  objectives 
(the  criteria  to  be  defined  in  the  legislation).  The  economic  objective 
(and  probably  the  results)  of  such  incentives  would  be  to  subscribe  to 
a  part  of  the  ever  present  risk  of  privately  conducted  R  &  B  and  thus 
induce  private  investors  to  undertake  more  projects  than  they  would 

undertake  without  such  incentives. 

The  principal  advantage  of  this  route  would  be  a  maximum 
participation  of  private  funds  in  the  expansion  of  the  effort  and  that 
with  a  proper  strength  of  the  incentives  (size  of  the  tax  credits)  it 
would  probably  induce  an  optimum  expansion  of  the  R  &  D  effort  (which  I 
would  define  as  that  consistent  with  the  full  employment  of  qualified 
S  &  T  manpower).  Also,  in  following  this  route  the  required  bureaucratic 
machinery  to  administer  the  program  would  be  minimal  (if  the  eligibility 
of  the  projects  for  the  incentives  were  clearly  defined  in  the  law); 
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there  would  be  few  proprietary  problems  (the  proprietary  rights  to  the 
inventions  would  automatically  go  to  private  investors);  and  the 
programs  would  be  strictly  national  rather  t-nan  a  "special  interest" 
enterprise. 

The  disadvantages  of  this  route  would  be  some  duplication  of  the 
same  R  &  D  projects  in  several  firms;  it  might  be  conducive  to  a  greater 
rate  of  R  &  D  project  failures  than  some  of  the  direct  approaches 
because  of  the  inexperience  of  some  newcomers  to  R  &  D  activity  which 
the  program  would  induce;  and  its  effectiveness  would  be  difficult  to 
ascertain  with  any  degree  of  precision.  In  a  technical  sense  the 
results  of  these  disadvantages  might  be  labeled  as  "social  waste."  In 
such  acitivity  as  R  &  D,  however,  some  duplication  (essentially  the 
same  projects  in  various  forms)  is  probably  desirable  since  it  would 
tend  to  enhance  competition  in  the  economy  and  the  excess  could  be  kept 
at  a  minimum  by  some  procedural  devices  that  could  be  built-in  into  the 
scheme  (such  as  certification  of  the  eligibility  of  projects  for 
incentives  in  the  process  of  which  the  excessive  duplication  might  be 
minimized),  and  the  tendency  to  greater  rates  of  project  failures  because 
of  inexperience  of  "newcomers"  might  at  least  in  part  be  offset  by  the 
heavier  financial  participation  of  private  funds  and  the  absence  of 
failures  induced  by  errors  of  bureaucrats. 

This  route,  however,  would  have  one  disadvantage  that  could  not  be 


overcome :  by  subscribing  to  a  portion  of  the  cost  of  all  R  &  D  in 
question  it  would  substitute  public  funds  for  some  portion  of  private 
funds  that  are  being  invested  in  R  &  D  by  private  interests  anyway  and 
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therefore,  the  kind  of  increase  in  the  R  &  D  effort  that  the  country- 
needs  would  probably  be  very  costly  to  the  Government  if  this  route 
were  followed. 

(11)  Instead  of  providing  tax  incentives  or  equivalent  cash 
payments  for  all  R  &  D  in  question,  however,  we  have  also  the  option  of 
providing  tax  incentives  or  equivalent  cash  payment  for  only  the 
incremental  R  Sc  D  in  question  (above  a  certain  historical  base  level, 
including  a  zero  level  for  those  who  have  never  performed  R  &  D).  The 
advantages  and  disadvantages  of  this  route  would  be  the  same  as  with 
tax  incentives  for  all  privately  performed  R  &  D  in  question  (option 
#10)  except  that,  and  this  is  of  paramount  importance,  by  subscribing 
to  a  portion  of  the  cost  of  incremental  R  &  D  rather  than  to  a  portion 
of  all  of  it  there  wou^-d  be  little,  if  any,  suostitution  of  public 
funds  for  private  funds  and,  therefore,  u'ne  optimum  expansion  of  R  Sc  D 
via  this  route  would  be  a  lot  less  costly  to  the  public  uhan  that 
achievable  by  any  other  route. 

(12)  Finally,  there  is  the  option  of  trying  to  stimulate  the  flow 
of  successful  innovations  that  meet  certain  criteria  consistent  with 
the  objectives  of  the  program  in  question,  that  is,  to  stimulate  the 
output  of  R  &  D  rather  than  the  input.  For  that  purpose  one  might  try  to 
devise  a  system  of  tax  credits  or  equivalent  cash  payments  for  a  portion 
of  the  R  Sc  D  cost  leading  to  commercially  successful  innovations^ 
Compared  with  the  incentives  for  the  enhancement  of  inputs  (options  #10 
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and  11),  the  advantage  of  this  approach  would  be  that  only  the  successful 
projects  would  be  rewarded  rather  than  to  subscribe  to  successes  as  well 
as  failures.  Rationalizing  rewards  to  successes  is  much  easier  than 
rationalizing  the  rewards  of  failures  and,  therefore,  this  approach,  in 
principle,  has  considerable  attraction.  The  process  ox  successful 
innovations  is  so  complex,  however ,  that  1  doubt  that  it  is  possible  to 
design  a  program  in  line  with  this  idea,  and  even  if  it  were  possible 
that  it  would  work.  In  order  to  design  such  a  system  one  would  have  to 
define  the  cost  of  successful  innovation  in  a  meaningful  (business-wise) 
and  unambiguous  way  and  this  is,  at  best,  next  to  impossible.  For 
example,  I  am  told  that  nowadays  a  discovery  of  any  new  functional 
chemical  (such  as  pesticides  or  lubricating  oil  additives)  requires 
the  screening  of  literally  thousands  of  candidate  chemicals.  Would  the 
R  Sc  D  cost  of  the  new  chemical — 

(a)  include  only  the  cost  of  the  R  &  D  that  directly  led 
to  the  chemical's  discovery,  or 

(b)  would  it  also  include  the  cost  of  screening  the 
thousands  of  candidate  that  did  not  work?  If  the  decision  is  made  in 
favor  of  (a),  the  question  arises  whether  this  would  be  realistic,  would 
this  cost  be  ascertainable  (for  tax  credit  purposes)  and  whether  or  not 
the  incentives  thus  designed  would  do  any  good.  On  the  other  hand,  if 
the  decision  is  made  in  favor  of  (b),  and  the  probability  is  that  this 
is  how  the  perfomers  would  look  at  the  cost  of  a  successful  chemical, 
the  question  is  what  would  we  subscribe  to — the  cost  of  R  &  D  or  the 
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cost  ox  successful  R  &  D.  It  appears  to  me,  therefore,  that,  notwith— 
standing  the  attractiveness  of  the  idea  in  principle,  it  is  nob  very- 
practical  . 

To  me,  the  twelve  options  listed  above  more  or  less  exhaust  the 
range  of  theoretical  possibilities  of  how  one  could  go  about  trying  to 
enhance  R  &  D.  All  of  them  have  certain  advantages  as  well  as 
disadvantages.  Not  one  of  them  is  the  kind  that  we  could  grab  without 
further  questions  being  asked.  It  seems  to  be  more  than  apparent, 
however,  that  the  next  to  the  last  option — tax  incentives  for 
incremental  R  &  D  directed  toward  stated  objectives— is  the  most 
oromising,  most  equitable  and,  indeed,  the  most  sensible  given  the  size 
and  the  structural  peculiarities  of  the  U.S.  economy.  There  are  those 
who  despise  the  very  thought  of  this  idea,  but  to  me,  considering  the 
kind  of  economy  and  Governmental  institutions  that  we  have,  this  route 
appears,  despite  all  the  limitations,  to  be  simply  a  pragmatic  inverse 
of  our  going  to  the  moon. 

I  trust  that  I  made  it  adequately  clear  in  the  discussion  of  policy 
needs,  however,  that  the  adoption  of  a  program  for  the  enhancement  of 
R  &  D,  whatever  route  might  be  decided  upon,  is  not  all  that  this 
country  requires — it  would  be  only  a  small  fraction  thereof.  What  the 
country  needs  is  a  comprehensive  national  technological  policy . 
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TESTIMONY  OF  A.  WAP.NE  BOYCE 
PRESIDENT  OF  MICROBAC  LABORATORIES  INC., 

AND,  PRESIDENT  OF  THE  SMALLER  MANUFACTURERS  COUNCIL 


TO  THE  REGIONAL 

PRE-SUMMIT  CONGRESS IOANL  CONFERENCE 
ON  INFLATION 

CHAIRED  BY  FREDRICK  R,  DENT 
UNITED  STATES  SECRETARY  0  F  COMMERCE 


As  President  of  Microbac  laboratories,  a  small  corporation  1  feel  nartic 
SlaSy  ionored  to  he  invited  to  make  a  presentation  at  this  conference. 

I  also  speak  for  some  600  member  companies  of  the  Smaller  Manufacturers 
council  employing  over  60,00. people  and  with  sales  volume  of  over  One 
Billion  dollars. 

Further  consider  that  small  businesses  account  for  60%  of  the  nation’s 
enjoyment  and  greater  then  of  its  GNP,  and  this  is  our  constituency. 

Tn  defining  this  current  inflation  one  important  input  is  that  supply  is 
not  keeping  pace  with  demand.  This  matter  of  supply  and  material 
shortages  is  particularly  hard  on  small  business  which  is  at  the  low  end 
of  the  totem  pole.  There  is  evidence  on  the  Congressman!  Kt  core 
show  that  the  small  businessman  has  actually  been  hurt  more  than  the  eon 

sumor  in  this  period. 

With  regard  to  the  Fiscal  Tolley,  on  the  expenditure  side,  while  wo  in 
small  business  applaud  the  concept  of  holdxng  federal  expenditure  at  a 
level  of  $300  Rillion,  we  recommend  great  caution  m  applying  cut., 
cause  what  may  from  the  point  of  view  of  total  expenditure  seem  to  he 
small  cuts,  may  have  a  disproportionally  severe  effect  on  certain  limit 

ed  sectors. 

I  can  lose  credibility  very  quickly  at  this  juncture  by  making  parti zan 
rpr pronpe  to  the  Small  Business  Administration,  hut  the  case 
evident  as  to  deny  exclusion.  Under  a  revitalized  SBA,  productivity  is 
an  essential  factor  in  the  granting  of  loans.  A  cut  in  such  funos  would 
cause  a  serious  setback  in  a  sector  of  business  that  is  still  aia  1 
of  showing  a  .narked  improvement  in  productivity,  both  in  Human  Product!.!' 
itv  and  Capital  Intensive  Productivity. 

On  the  tax  side  we  have  the  serious  problem  of  cash  flow,  so  critical 
to  iHUbJIFI^ss.  Phantom  profits,  inflated  by  highly  valued  inventories 
result,  in  high  taxation  which  in  turn  depletes  the  cash  Mow.  - 
dancer  of  this  trend,  along  with  the  failure  to  depreciate  capital ^ 
equipment  with  a  mind  to  replacement  cost,  is  a  gradually  onsole.vCi.ng 
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company.  We  ur&e  consideration  of  tax  relief;' in  the  forn  of  an  increase 
of  the  surcharge  allowance  level  from  the  $25000  of  twenty  years  ago  to 
$100,000,  to  allow  smaller  businesses  to  reinvest  in  themselves  and  where 
appropriate  to  move  towards  capital  intensive,  higher  productivity 
ope tat  ion. 

Reference  should  also  be  made  to  the  potential  benifat  of  the  investment 
tax  credit. 

Insofar  as  Monetary  Policy  is  concerned  the  tight  money  period  was  cor- 
rectl'”  as  severFon  smaller  businesses  as  on  larger  corporations;  this 
in  spite  of  the  two  tier  interest  rate,  which  essentially  places  smaller 
business  on  an  equal  footing  with  its  larger  partners,  given  its  lilted 
access  to  alternative  monetary  resources  and  its  far  greater  vulnerability. 

We  conclude  therefore  that  the  two  tiered  system  has  been  benificial  and 

should  be  continued. 

government  Polocios  such  as  Wago-lTice  Suidel  ■  nos  and  other  controls 
worked  most  severely,  if  ironically,  against  the  exempt  small  company 
wf.i^h  nevertheless  had  a  union.  Exemptions  from  controls  meant  particularly 
agrressivc  union  bargaining,  meanwhile  it  was  extremely  difficult  .or  such 
small  enterprises  to  increase  prices  during  the  economic  stabilization 
oeriod,  because  of  the  justifiable  reluctance  of  larger  companies  to  ac¬ 
cept.  price  increases.  Smaller  companies  with  unions  should  not  at  any 
future  time  be  excluded  from  controls. 

•Hip  influence  of  Local  and  State  Legislation  is  particularly  important 
at  the  moment  because  so  often  state  controlled  loans  are  tied  to  levels 
of  increased  employment,  and  consequently  to  labor  intensive  operations, 
it  is  particularly  severe  in  Western  Pennsylvania  where  the  trend  is  to¬ 
wards  high  technology  "spin-offs”  and  away  from  labor-intensive  operations. 

This  need  not  cause  the  unions  anxiety  because  m  the  long  run  it  will 
mean  increased  employment.  But  it  is  very  important  tnat  business 

should  not  be  forced  always  to  start  from  a  position  of  weakness  and  low 
nroducti-itv.  We  strongly  recommend  that  equal  loan  treatment  should  be 
granted1 co  those  business  ventures  showing  a  capability  of  high  productivity. 

insofar  as  g nvironir.ep.tal  Legislation  is  concerned  the  most  serious  hardship 
could  be  removed  without  increased  Federal  Cost  quite  simp  >  y  a~  ‘ 
loast  -inr>tv  davs  for  review  of  a  regulatory  requirement  with  an  apurop.ia 
technical  consul tant .  What  really  hits  the  Smaller  Manufacturer  most  is  wen 
a  r-ulatorv  officer  calls  and  demands  immediate  compliance.  .The  impact  is 
*  re  W,  terns  of  fines.,  excessive  consulting  fees  because  of  tine  de.„en-s, 

I* IfiSly  Cdulpment  and  construction  costs,  that  the  =o:»pany  „,ay  well  be 
put  out  of  business .  The  same  thinking  applies  to  OShA. 

•  v>ot)<.  i„  conclusion  that  the  Importance  1  attach  to  high  productivity  is 
'  This  may  necessitate  an  intensive  education  program  unde.  ..... 

Guidance  of  the  s BA  and  perhaps  through  organizations  like  o.i-i.C.  ,Dept  or 
i'- arur,  >nt  of  Co-r  erce.  Smaller  Business  may  well  be  more  accessible  to 
higher  productivity  than  more  developed  industry.  it  is  worth  the  endeavor 

to  try. 

o','. 
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TESTIMONY  TO  MINI - SUMMIT  INFLATION  CONFERENCE 

CHAIRED  BY 

UNITED  STATES  COMMERCE  SECRETARY,  FREDRICK  B.  DENT 

SEPTEMBER  16,  1974 
PITTSBURGH,  PA. 

PRESENTED  AND  PREPARED  BY 
WILLIAM  H.  BRAUNLICH ,  JR.  PRESIDENT 

AND 

THOMAS  J.  MANOS 
CONTROLLER 

BRAUNLICH- ROES SLE  ELECTRICAL  REPAIRS,  INC. 

AND 

BRAUNLICH- ROES SLE  COMPANY 


Introduction : 

Braunlich-Roessle  is  a  small  electric  repair,  new  equip¬ 
ment  and  parts  distributing  company  serving  industry  in  the 
western  Pennsylvania  tri-state  area.  We  employ  approximately 
sixty  (60)  people,  were  established  in  1915,  and  have  cross 
sales  just  over  3  million  dollars.  Our  company  beloncs  to  the 
Smaller  Manufacturers  Council  headquartered  in  Pittsburgh.  ihe 
Smaller  Manufacturers  Council  has  over  500  members  doing  a  yearly 
sales  volume  of  over  one  billion  and  employing  approximately 
60  000  people. 

First,  we  would  like  to  express  our  appreciation  to  Senator 
Wilbur  Mills  for  his  tax  reform  bills  of  1960  and  1969  and  his 


s m nil  bn siness 


acvocac 


y  bill  of  1974. 


To  emphasize  the  importance  that  small  manufacturing  nr. 


voices  be  heard  concerning  "hyperinflation"  we  state  the 
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f ol lowing : 

A.  50%  of  all  persons  employed  in  U.S.A.  are  employed 
by  the  8  million  small  businesses  in  our  country. 

B.  If  each  of  these  small  businesses  hired  one  more 
employee  unemployment  would  be  done  away  with. 

C  #  jn  the  1970  recession  in  the  city  of  Seattle  unenpu-oy 
ment  rose  to  12%.  Seattle  has  a  highly  large  air¬ 
craft  business  oriented  economy.  During  this  same 
period  the  Atlanta  economy  which  is  diversified 
and  made  up  of  many  small  and  medium  sized  com¬ 
panies  had  a  3.9%  unemployment. 

D.  The  Commerce  Department  in  their  business  statistics 
report  states  the  wholesale  price  index  figures  as 
f  ollow’s : 

1.  13  typical  industrial  raw'  materials  up  an 
average  of  26.2%  in  July  1974  over  July  1973. 

2.  9  typical  food  stuffs  up  27.8%  July  1974 
over  July  1973. 

Small  businessmen  are  hurt  at  home  and  in  their 
business . 

Before  a  discussion  can  originate  concerning  the  negative 
asoects  and  effects  of  "hyperinflation",  one  must  distinguish 
between  inflation  and.  "hyperinflation"-  also  referred  to  pre¬ 
sently'  as  double-digit  inflation. 

During  the  oeriod  beginning  1965  and  ending  in  19/2  we 
were  in  a  period  of  inflation  -  that  is  prices  rose  annually 
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no  less  than  3%  but  no  more  than  6%.  The  rate  of  inflation  over 
that  period  of  years  was  considered  acceptable  because  it  didn't 
really  cause  any  serious  side  effects  in  the  future  planning 
of  small  businesses. 

Beginning  in  1973  the  inflation  rate  started  to  climb 
rapidly.  By  the  middle  of  1973,  no  longer  could  its  rate  of 
kept  within  the  limits  of  6%.  In  fact,  the  rate  Oj. 
rise  now  doubled  its  previous  6%  limit,  then  known  as  a  highly 
inflationary  rate.  hTe  now  had  entered  an  era  of  double  digit 
inflation  or  economically  speaking  an  era  of  "hyperinflation". 
This  new  era  has  existed  almost  15  months. 

"Kyperinf lation"  is  the  most  dangerous  type  of  period  any 
small  business  can  cope  with  if  it  extends  over  a  period  of 
more  than  a  few  years.  During  a  period  of  "hyperinflation" 
prices  are  rising  very  rapidly  and  it  becomes  apparent  even 
to  the  least  speculative  that  it  is  folly  to  hold  money  for 
any  length  of  time.  People  therefore  seek  to  get  rid  of  their 
money  as  soon  as  it  is  received.  If  such  a  period  of  "hyper¬ 
inflation"  is  not  contained  in  a  few  years,  then  the  owners 
of  bonds,  mortgages,  government  debts,  pension,  and  annuities 
lose  the  value  of  their  property.  Because  these  investments 
consist  only  of  a  right  to  receive  certain  fixed  sums  of  money, 
these  sums  now  become  nearly  worthless. 

I  have  summarized  scire  of  the  main  negative  e”  foots  on 
the  future  of  small  businesses  if  "hyperinflation"  extends  over 
a  period  of  a  few  years. 
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1.  First,  and  foremost,  each  small  business  no  matter 
its  type  will  enter  a  vacuum  period  such  as  the 
vacuum,  economy  we  experienced  during  the  Great 
Depression . 

2,  Cash  needs  will  become  greater  and  greater 

each  year.  mere  are  two  main  reasons  for  this. 
First,  constantly  risino  inventory  prices  will 
create  the  need  for  additional  cash  but  also 
create  the  need  for  additional  tax  payments  as 
a  result  of  phantom  profits  arisinc  from  rising 
inventory  prices.  Second,  depreciating  physical 
assets  at  cost,  possibly  at  a  fraction  of  its 
future  replacement  cost  results  in  a  gross  over¬ 
statement  of  taxes  over  a  period  of  years  and  no 
valid  additions  to  surplus  to  replace  fixed 
assets  when  needed. 

3.  Audit  fees  will  rise  tremendously  because  banks 
wi 1 1  reauire  the  highest  degree  Oi  certif ied 
audits  attainable  when  committing  additional  loans 
to  small  businesses. 

4.  Insurance  expenses  of  all  types  will  rise  appre¬ 
ciably  because  of  ’’hyperinflation''. 

5.  Pension  fund  contributions  will  rise  subsi_an 
tiallv  so  as  to  give  employees  added  retirement 


their  dollar. 
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6.  Ultinately  banks  will  be  compelled  to  call  in  loans 
of  many  small  businesses  and  instead  grant  large 
corporations  additional  loans  because  the  future 
success  of  a  few  large  corporations  they  are  deal¬ 
ing  with  is  more  meaningful  to  their  solvency  than 
possibly  a  hundred  small  businesses. 

7.  Fast  growing  small  manufacturers  and  other  small 
business  is  very  severely  effected  by  the  current 
high  ratef  of  inflation.  VTith  growing  sales  vol¬ 
ume  cash  needs  expand  faster  than  revenues  after 
taxes  can  provide.  We  believe  that  the  surtax 
exemption  should  be  raised  to  $100,000.00  from 
$25,000.00  to  enable  these  companies  to  generate 
their  own  cash  to  reinvest  into  their  own  business. 

8.  During  the  government's  groping  for  solutions  to 
this  "hyperinflation"  large  employment  cut  backs 
by  government  and  big  business  v.Till  cause  unaccep¬ 
table  unemployment  levels.  The  only  area  left  to 
hire  the  displaced  workers  will  be  in  expanding  mar¬ 
kets  of  small  innovative  manufacturers.  It  is  imper¬ 
ative  that  these  small  businesses  not  be  allowed  to 
fail  due  to  lack  of  cash  caused  by  inflation  and 
over  taxation. 

9.  The  efficiency  of  most  small  companies  causes  less 
inflation  than  many  businesses  however  it  is  these 
very  companies  which  are  most  severely  hurt  by  rhe 
inflation.  Why  not  foster  and  nourture  these  snall 
businesses  so  that  their  productivity  can  help  cure 
the  shorv.aoes  of  goods  which  build  inflation? 
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Sept.  18,  1974 


A.  Warne  Boyce,  President 

Microbac  Laboratories  Inc.,  and  the  Smaller  Manufacturers  Council 


Information  on  a  Productivity  Development  Program 
to  be  included  as  material  for  a  presentation  by 
Senator  Nunn 

The  Smaller  Manufacturers  Council,  a  group  of  some  600  companies, 
employing  over  60,000  people  is  deeply  concerned  with  the  dangers  of  in¬ 
flation  to  all  small  businesses. 

We  believe  however  that  by  a  carefully  prepared  productivity  program 
involving  advertising,  education  and  incentives,  at  a  relatively  low  cost,  a 
very  large  number  of  small  companies  can  benefit  materially.  Considering 
that  small  business  account  for  60%  of  employment  in  the  USA  and  for  more 
than  40%  of  the  GNP,  a  significant  impact  could  be  made  on  hyperinflation 
within  a  reasonable  period  of  time. 

We  are  also  of  the  opinion  that  such  a  program  would  have  considerable 
psychological  impact  across  a  very  wide  spectrum  of  the  country. 


This  is  a  practical  possibility  because  smaller  business  which  tends 
to  "ride  in  on  the  seat  of  its  pants"  is  the  most  viable  sector  for  a  substan¬ 
tial  productivity  increase. 

This  is  not  to  say  that  major  business  could  not  benefit  from  further 
productivity  endeavors,  indeed  it  is  from  just  such  a  program  by  the  United 

States  Steel  Corporation  that  the  substance  of  my  idea  for  smaller  manuiactv 


and  small  business  stems. 
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THE  CONCEPT  OF  AN  INCREASED  PRODUCTIVITY  EDUCATION 
PROGRAM  TO  SMALL  BUSINESS: 

1.  We  would  look  to  the  Small  Business  Administration  and  The  Department 
of  Commerce  aid  in  the  dissemination  of  information  and  the  one  significant 
area  of  expense,  an  advertising  and  public  relations  program. 

2.  Smaller  Business  Associations,  such  as  the  Smaller  Manufacturers 
Council  (SMC)  The  Small  Business  Association  of  New  England  (SBANE), 
the  Independent  Business  Association  of  New  England  (IBA),  and  the  Greater 
Cleveland  Growth  Association  Group,  are  all  capable,  for  example  of  holding 
seminars  and  stimulating  action  towards  this  end  of  basic  education.  In 
short,  organized  Small  Business  is  capable  of,  and  anxious  to  play  a  part 

in  this  program.  Being  Small  Business,  our  voice  may  have  credibility. 

3.  We  understand  that  major  corporations  such  as  Westinghouse  Electric 
Corporation  and  Rockwell  International  are  keen  to  assist  in  an  overall 
productivity  drive.  Rockwell  has  for  example  provided  experts  to  show 
Small  Business  the  reality  of  the  Energy  crisis. 

United  States  Steel  Corporation  whose  idea  we  have  gleaned  might  be  ready 
to  give  guidance  and  expertise  to  implement  the  concept. 

4.  This  program  should  not  simply  emphasize  capital  intensity,  but  should 
address  itself  to  human  factors  which  in  many  small  businesses  have  a  more 
significant  part  to  play. 

However,  it  should  certainly  address  itself  to  the  type  of  basic  Cost 
Benefit  Analysis  that  takes  place  before  prudent  capital  expenditure  is  under¬ 
taken.  It  is  our  belief  that  most  small  business  that  go  insolvent  do  so  be- 


2. 
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cause  of  lack  of  financial  and  tax  guidance  rather  than  lack  of  drive  or 
sales. 

The  IRS  can  help  in  the  latter  instance  and  it  has  already  done  so 
in  its  Tax  Guide  to  Small  Business,  which  the  SMC  has  assisted  in  compiling 
5.  Finally,  we  want  to  include  all  sectors.  Women  in  Pittsburgh  run  highly 
successful  smaller  manufacturing  business.  There  are  women  who  are  ex¬ 
pert  consultants  in  Business  Organization.  If  this  is  true  in  Pittsburgh 
it  must  be  true  across  the  country. 

Blacks  should  be  included  in  the  program  as  should  other  minority  groups. 


CONC  FUSION  _ 

Having  said  that,  let  me  say  that  the  program  is  intended  to  be 

Cost  Effective  and  not  window  dressing. 

We  want  it  to  work  both  for  the  benefit  of  Small  Business  and  the 

Community  at  large. 


We  are  also  prepare 


d  to  commit  our  own  time  to  making  it  work. 
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Industries 


BROYHILL  PARK.  LENOIR.  NORTH  CAROLINA  28645  •  (704)  758-3000 


September  17,  1974 


The  Honorable  Frederick  B.  Dent 
Secretary  of  Commerce 
Washington,  D.  C. 

Dear  Secretary  Dent: 

Enclosed  is  a  copy  of  my  remarks  at  the  conference  in  Pittsburgh. 

We  certainly  enjoyed  meeting  with  you  and  appreciate  your  con¬ 
sideration  of  the  views  of  business  on  these  most  important  problems. 

I  look  forward  to  being  with  you  again  on  the  27th. 

Best  regards. 


PHB:ma 

Enclosure 
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General  Remarks  to  the  Summit  meeting  of  business  and  manufacturing 
September  16,  1974 


1. 


II. 


The  business  sector  has  been  given  much  of  the  blame  for  inflation,  and  m 

the  business  sector,  I  include  both  management  and  labor.  Actually,  busine 

has  done  a  remarkable  job  of  increasing  productivity  and  holding  down  mflati  . 

The  public  is  now  beginning  to  realize  that  every  increasing  cost  of  govern- 
lent  is  the  real  culprit  which  has  created  so  much  inflation.  Government  pas 
an  insatiable  appetite  for.  more  programs,  more  authority,  and  greater  exP-n  1 
tures  With  total  government,  including  federal,  state,  and  local  spending 
approrimatelg  doe.  oS  GNP,  it  is  certainly  time  to  begin  to  discipline  itself. 

For  the  first  time  since  World  War  II ,  it  seems  that  it  is  now  politically 
expedient  for  Congress  to  at  least  slightly  reduce  existing  expenditures  an 
to  take  a  much  more  hard  nosed  attitude  regarding  new  spending  proposals. 

We  therefore,  recommend  that  Congress  and  the  Administration  set  up  budgeting 
and  funding  mechanisms  that  will  assure  that  expenditures  do  not  exceed  an 

agreed  upon  amount. 

rjrsss.'rrjsr  ss 

ssrairs  arsaarss  zr.zvr.,’ ...... 

deficits. 

I  recall  visiting  Brazil  a  number  of  years  ago  where  business  had  come  to  a 
virtual  halt,  yet  inflation  continued  rampant.  My  point  is  that  curtailing 
business  does  not  necessarily  cure  inflation. 

Nnw  is  the  time  to  encourage  business  by  various  means  at  our  disposal.  Japan 
success. 


Let's  not  cure  the  disease  and  kill  the  patient, 
and  healthy. 

HI.  Specific  critical  areas. 


Let's  keep  business  alive 


1 .  The  stock  market 

The  economy  runs  on  faith  and  confidence.  The  stock 

of  this  confidence.  For  the  short  range,  turning  around  the  stocx  ma rxei 
should  be  top  priority. 

rpake  the  equity  market  a  desirable  place  fox 
invest lent7  Industry  is  not  generating  sufficient  funds  to  tee?  «P  1 

K=i 5? 
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We  would  recommend  a  substantial  reduction  in  the  capital  gains  tax , 
elimination  of  the  so-called  preference  income  tax,  and  a  substantial  tax 
break  on  both  dividend  and  interest  income. 

2.  Housing 

The  housing  industry  has  traditionally  been  severely  curtailed  in  times  of 
tig^  Znel.  Tbe  housing  industry  has  a  Jot  of  affect  on  the  entire  econoog 
and  some  long  range  plan  needs  to  be  devised  to  prevent  these  severe  ups  and 

downs. 

A  specific  suggestion  would  be  low  cost  government  loans  to  savings  and  loans 
institutions  similar  to  the  REA  program  of  the  1930-s.  Honey  could  be  tunneled 
into  the  savings  and  loans  during  one  part  of  the  cycle  and  could  be  taken  ou 
during  the  other  part  of  the  cycle. 

3.  Depreciation  allowances 

The  depreciation  allowances  allowed  business  are  completely  unrealistic  when 
related  to  replacement  price.  The  United  States  has  consistently  had  a 
tighter  depreciation  policy  than  other  countries  with  whom  we  are  competing. 

We  particularly  emphasize  the  need  for  more  liberal  depreciation  alleges 
on  environmental  control  equipment.  Industry  has  spent  billions  ofdollars 
on  environmental  control  which  is  not  productive  and  does  not  create  new  jobs. 
More  consideration  should  have  been  given  to  those  industries  who  are  making 
substantial  expenditures  in  this  area. 

Our  own  company  has  spent  enough  money  on  environmental  control  devices  to 
create  at  least  7%  more  jobs. 

I  think  there  should  be  some  retroactive  provision  to  any  plan  for  relief 
along  these  lines.  It  would  certainly  be  unfair  at  this  point  to  give  a 
break  from  here  on  out,  but  not  consider  the  monies  already  spent  by  those 
companies  who  have  cooperated  and  tried  to  move  ahead  in  full  compliance. 

4.  Federal  Regulations 

We  are  dealing  today  with  a  myriad  of  federal  agencies.  Oftentimes  the  agency 
seems  to  look  on  business  as  the  enemy  rather  than  the  creator  of  the  goods 
and  services  on  which  the  country  depends  for  its  livelihood. 

There  must  be  some  control  put  on  some  of  the  "little  dictators"  that  wa 
have  developed  in  governmental  agencies . 

A  specific  suggestion  would  be  a  standardized  rating  program  whereby  a  company 
could  \rate  an  employee  of  an  agency  on  such  things  as  knowledge,  character, 
cooperation,  attitude,  tec.  This  rating  should  go  to  the  employer  s  superior 
and  at  least  another  level  up. 


5.  Monetary 

in  our  opinion,  the  monetary  should  be  slightly  eased.  In  general  we  admire 
th~  stance  of  the  Fed,  but  believe  that  at  times  they  lean  a  little  too  ha.u. 
However,  they  have  had  a  lonely  job  and  very  little  cooperation  fromtne  fisca 
ride.  With  sons  fiscal  restraint,  the  monetary  policy  could  be  sligntly  eased 
and  for  the  long  pull  be  made  more  consistent . 
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IV.  Conclusion 

In  spite  of  the  problems  confronting  the  United  States  economy,  we  believe 
that  the  United  States  business  has  a  great  underlying  strength  and  that 
given  reasonable  cooperation  from  government  the  economy  will  respond 
positively . 
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STANLEY  L.  BURNS 

LAWYER 

Proctor.  Vt  05765 


September  l£,197k 


The  Honorable  Frederick  Dent, 
Secretary  of  Commerce, 
"Washington,  D.C.  20000 


sir;  Deflation  is  Easy  and  Equitable 

Enclosed  is  a  picture  of  Inflation,  it  is  based  on  10^ tax  on 
£10,000  gross  income  and  12*  gross  expense  for  Social  Security,  a 
total  tax  of  22*.  Added  to  this  tax  burden  on  The  Economy  is 
the  Income  Tax  expense  of  the  proprietor,  not  included  here. 

Unless  the  reasoning  in  the  picture  can  be  refuted  the 
further  taxing  of  productive  effort  is  foreclosed. 

The  enclosed  copy  of  letters  to  Summit  ■  eeting  Secretary 
Bute  and  Secretary  Lynn,  the  copies  of  editorials,  and  the  ad 
on  taxes  explain  in  part  the  effect  of  a  net  worth  tax.  From 
the  figures  available  and  offsetting  present  income  tax  expense 
it  is  clear  that  the  tax  payers  will  gain  in  net  worth. 


Social  Security  will  be  reduced  in  tax  support  needs 
by  recycling,  in  a  sense.  The  payout  would  be  a  lien  on  the  estate 
of  the  payee,  for  the  recipient  would  contribute  nothing  to 
Social  Security  expense. 


Has  anyone  else  proposed  a  way  to  deflation,  a  practical  >ray 
for  housing  and  construction,  an  answer  to  the  agriculture  proolem, 
increa sed°pucha s ing  media,  lower  interest,  enriching  the  uax 
payers  and  economic  stability?  I  would  like  to  be  heard  further 
on  this  matter. 


I  am  at  your  service  at  all  times. 


Very  truly  yours 


P.S.  The  Arabs  say  they  mil  take  notice  of  Deflation. 
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STANLEY  L.  BURNS 
Lawyer 

Proctor.  Vt  05765 


enfiation 


(Based  on  hO%  Markups) 


is  this  reasoning  irrefutable?  It  seeajs  so.  An  Economist:  “To 
the  extent  taxes  arelpyramided  they  are  inf la oio  -  y 


MET  TOTH  TAX 

accerpt  for  letter  fro*  Board  of  Governors  of  Federal  Reserve 
Letter  (re:  nation  debt  at  that  time): 

“The  Ket  v/orth  tax  you  propose  for  debt  retirement  isa^ 

retirement  program 

using  income  or  consumption  taxe3" 
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STANLEY  L.  BURNS 
Lawyer 

Proctor.  Vt  05765 


September  15,  197U 


Deflation 


This  means  getting  back  to  a  consumer  price  that  consists 
of  labor,  material,  overhead  and  profit,  and  Taping  out  all  the 
Tax  Froth  that  is  included  in  the  price  to  day. 

It  is  accomplished  by  first  repealing  the  Income  Tax  and 
by  usinf  a  Net  Worth  Tax  to  cover  budget  and  Social  Security 
expense.  When  this  is  done  all  prices  would  be  refigured  from 
raw  material  to  consumer  with  this  tax  burden  wiped  out  of  the 
price  passed  along  the  commercial  stream. 

All  property  would  be  valued  in  ounces  of  gold  and  the 
new  currency  after  deflation  would  be  v/orth  the  same  numer  of 
ounces  of  gold  as  before  deflation. 

Paper  gold  would  become  a  reality  in  time. 
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STANLEY  L.  BURNS 

lawyer 

°ROCTCR  VT  0576^ 


September  6,  197 U 


The  Honorable  James  Lynn, 
Secretary'  of  KUD, 

V«'a.i  ring  ton,  D.C.  20000 


Sir; 


housing  and  Construction  F mds  are  -a:y- 


Reduce  over  100  billion  of  the  national  iect  by  a  2. 
on  individual  net  worth  in  excess  of  $500,000.  TV  is  will  ore  t. 
over  100  billion  of  hoarded  or  inactive  purchasing  media.  Thin 
is  mere  than  twice  the  amount  u-r'.r.;  the  prospe rouse  'c0s.  It 
\-f:  il  assure  ample  fnms  ana  lore  c  id  barest. 


Tax  payrers  shosil receive  a  r:  .it  in  111;-: 
■c-’fl  nd  ’.ears,  a  gains1,  their  :a  itai  -a  ins 


?OC  -- 


See  chart  enexosea. 


Very  truly  yours. 


*  ✓ 

^  C  2  /  . 
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ST  A'  '_EY  L  B  .  r  - \  S 

Lawye 

k.'CK  •-  05705 

September  ?.  nil 


The  Honorable  Earl  Bar. 
secretary  of  Agricuity.  a, 
Washington,  D.C.  2C  00 


Sir: 


Correct  ig  Agriculture  ana  Food 
Problems  is  3asy. 


Repeal  the  Federal  -Income  Tax  and  Tripe  out  ail  Tax  rroth 
in  viages  and  prices.  Agriculture  Trill  have  a  sligr.t  cut 
compared  to  cuts  across  the  eccr.  .ay,  but  his  purcnases  ooner 
than  agricultural  products  will  have  a  great  cut  in  prices, 
so  he  benefits  both  ends. 

The  enclosures  will  ercp^air.  oho  matter.  I  am  aT,  \c  - 
service  at  a l"1  times. 


-Fair  Price 


_ Cjohs  .-a?  Priee- 

?;  Froth 


;  Labor 

t  ?rop_  nors 

Material 

3  *  roc  net  or  3 

Ore  r  head 

2  Procr  ie tors'- 

Proft 

Very  truly  yours, 


Eni  Ad 

Inflation 
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Social  Security  Boosts 
May  Threaten  Economy 

Thirty  million  elderly  and  disabled  Americans  are  now 
receiving  social  security  benefits  ranging  from  a  minimum 
of  more  than  $90  a  month  for  an  individual  to  a  maximum 
of  more  than  $440  a  month  for  a  couple.  By  next  July, 
recipients  will  be  receiving  even  bigger  allotments.  In  the 

years  to  come,  millions  more  - 

Americans  will  be  receiving  the  corresponding  increase  m 
social  security  benefits  that  taxes  won't  stop  there — unless 
will  make  present  payments  new  ways  are  found  to  care 
seem  puny  by  comparison,  put-  for  the  financial  needs  of  the 
ting  a  strain  on  the  taxpayers  elderly  and  disabled, 
and  bus  in  eases  footing  the  bill.  See  Problem 

To  Mateh  Rise  Many  fear  that  social  socu- 

Under  the  Social  Security  rity  will  mean  economic  dh?- 
Act  of  1372,  monthly  payments  aster  in  the  long  run  because 
to  beneficiaries  after  this  year  more  and  more  retirees  will  be 
will  match  the  rise  in  the  con-  receiving  bigger  benefits  than 
sumer  price  index,  with  con-  they  contributed.  A3  payroll 
gress  remaining  free  to  grant  taxes  rise  to  fund  the  increas- 
additional  increases.  es,  workers  will  press  for  o3- 

According  to  the  Social  Se-  setting  wage  gains.  Businesses, 
curity  Administration,  this  hit  with  higher  labor  cost3  and 
means  that  the  maximum  re-  social  security  taxes,  will  raise 
tirement  benefit  will  rise  to  $7,-  prices  to  compensate.  The  con- 
236  by  1330  and  will  top  $30,000  sumer  price  index  will  then 
by  the  year  2G10.  The  maxi-  rise,  triggering  more  social  se- 
mura  contribution  for  each  curity. hikes, 
worker,  meanwhile,  will  go  to  Many  experts  warn  that  this 
$3,288.  inflationary  cycle  cannot  go  on 

But  the  rise  in  benefits  and  Turn  to  Pa*e  5,  Colwan  l 
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Review  &  Outlook 


*  — 


-iXtUfT  nir  At  the  §88 


We  last  week’s 

WorW 

Report  otJ-  th*- Social  Security  Sys¬ 
tem,  which  ccachadSee  tfa*t  the  *ys- 
tem  i3  in  desperate! y  poor  *b»*n<bel 
conditio*.  "The  failure  to  refer*  So¬ 
cial  Security,  almost  e-reryooe 
agrees,  could  ieed  in  tb*  long  rnn  to 
disaster.” 

It  is  worse  than  that.  USN&VVR 
say*  that  by  1990,  even  though  a 
worker  pays  a  maximum  Social  Se- 
cur  ty  tax  o£  52.070.45.  which  has  to 
be  matched  by  his  cmplcver.  ihe 
system  will  he  paying  out  520  billion 
more  in  benefits  than  it  takes  in  that 
year.  Unhappily,  the  assumptions 
cranked  into  these  numbers  are 
those  ol  the  Social  Security  Adminis¬ 
tration,  numbers  that  are  -obsolete 
and  ridiculously  optimistic.  Unless 
taxes  are  increased  substantially,  or 
benefits  reduced  substantially,  deii- 
rita  rn  the  order  of  $20  billion  couid 
arrive  by  1980,  growing  by  leaps  and 
bounds  from  there. 

The  most  disheartening  number, 
an  official  one,  is  provided  by  the 
Treasury  Department.  As  of  June 
30,  1973,  the  unfunded  liability  of  the 
system  was  52.1  trillion.  Another 
way  of  putting  it  is  this:  In  a  very 
real  economic  sense,  the  national 
debt  is  at  least  $2.1  trillion  larger 
than  the  politicians  say  it  is.  If,  as  of 
June  30,  1973,  the  system  had  re¬ 
fused  to  accept  new  workers,  saying 
it  would  only  collect  taxes  and  pay 
benefits  to  those  alreadv  covered, 
its  outlays  ov  er  the  next  75  >ears 
would  exceed  receipts  by  52.1  tril¬ 
lion,  plus  market  rates  of  interest 
compounded  annually.  In  the  last 
year,  this  number  has  grown  by 
about  $300  billion. 

So  far,  Congress  has  blinked 
away  this  enormous  pool  of  dabt  by 
passing  a  law  that  defines  "ac¬ 
tuarial  soundness.”  Its  reasoning  is 
that  the  SSS  would  never  cloee  off  to 
new  work-fore*  entrant*,  hence 
there  would  always  be  new.  workers 
to  pay  the  benefit*  to  the  new  J*eri  p* 

er.ta.  Hr  the  ccngreeei  east  ‘"dy* 

••  • — <> 


jjj  reality  as  they  were  cm  the  plan¬ 
ning  boards.  They  have  net  been. 
Working  on  the  I960  Census  figures, 
the  Social  Security  bureaucrats 
projected  a  1564-1975  birth  ra.*'i 
gradually  declining  from  -I  Pei  * 
000  to  20  per  1,000,  then  climbing 
again  Instead,  the  birth  :^3 
dropped  like  a  stone  throughout  *.  ‘.b 
period  and  now  stand5'  hi  .iron:,  i  U 
per  1,000:  The  bureauc-ais  projctac 
a  growth  in  real  wages  c ve<  :he  rc- 
rioci  of  2.1r-  a  yea-:  between  -Ux) 
and  1973  real  wage  growth  averaged 

1.7'  o. 

much  higner 
sustain  benefit 


Una 
taxc«  a 
levels,  and 


errors  lmi 
e  required 


cou_se  imply  e 


nendc  insanity  if  Congress  continues 
to  hike  benefit  levels.  How  much 
higher  taxes?  In  their  "Actuarial 
Audit  of  the  Social  Security  Sya- 
tem."  Robert  Kaplan  of  Camegte- 
Meilon  University  and  Roman  Weil 
of  the  University  of  Chicago  assert 
that  realistic  assumptions  imply 
taxes  5(T.  to  7V<  higher  than  cur¬ 
rent  levels.”  Tno  hob  actuaries  will 
not  ba  able  to  avoid  admitting  some 
of  this  when  they  put  out  thei5  new 
assumptions  based  on  tha  1070  Cen¬ 
sus.  The  Kaplan-Weil  argument  is 
that  the  dynamics  have  worsened 
since  1370  and  should  be  faced  up  la 

now 

What  s  to  be  done  i  ne  tirst 
thing  is  that  the  public  has  to  be 
toid.  by  the  politicians,  that  it  is  not 
possible  to  maintain  the  current  rate 
schedule  and  benefit  level.  One  or 
both  have  to  be  adjusted,  it  is  of 
vital  importance  that  the  public  be 
told  in  that  most  of  the  work  force  is 
now  counting  on  tha  purchasing 
power  the  current  benefit  levels 
yield  for  their  retirement  years. 

Congress  may  cringe  at  the  idea 
of  trimming  these  benefit  levels,  but 
sharp  tax  boosts  won’t  be  popular 
either.  Liberals  will  want  to  dip  Into 
the  g«ieral  food  to  keep  the  system 
going  a  little^  tage*,  but  within  two 
or  three  yeast-  this  method  will  be 
cleaning  cut  the-Treasery.  AH  ether 
"’worthwhile”  .  g&ntaxatm t  . .  pro¬ 


ems.  j'-y  ms  cuomi  Mneii  "wortnwnue  ,  ,  gpreramen*  jpro- 

namic' assumptions'’  defa>fiq».  gram*  willhaarMp  b»  choyeed  frat  to 
actuarial  soon  doses,  the  system  wAsasiain  Sod*?  Cdotitr.  Thai.  ted. 
cniy  bvdsiiBftU 
over  tbi 
A* 
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The  Truth  About  Soda /  Sec*  r j  fy 


The  recent  ominous  report  by  the  trustees 
of  the  Social  Security  System  on  its  financial 
status  (see  story,  p.  1 )  will  hopefully  force  the 
Congress  and  the  American  people  to  take  a 
more  critical  look  at  this  vital  and  massive 
program. 

In  recent  sears  our  Association  has  posed 
some  serious  and  challenging  questions  about 
Social  Security  in  an  attempt  to  promote 
greater  understanding  of  both  the  flaws  in  the 
present  system  and  the  need  for  changes  to 
meet  future  demands. 

Our  questions  iiave  not  always  been  wel¬ 
come.  Defenders  of  the  status-quo  have  been 
quick  to  claim  that  any  major  changes  would 
endanger  the  system’s  "integrity.”  Special  in¬ 
terest  groups  have  also  sought  to  delay  or 
prevent  change.  Some  segments  of  organized 
labor,  for  example,  strongly  support  the  earn¬ 
ings  limitation  test  as  means  of  forcing  and 
keeping  older  workers  out  of  the  labor  force. 
(We  believe  the  test  should  be  eliminated.) 

And  the  American  public,  which  for  years 
has  been  led  to  believe  that  Social  Security  is 
a  fiscally  sound  "contributory”  system  * 
"insurance”  for  old  age,  has  not  subjected  thc» 
program  to  the  thorough  examination  which 
it  deserves 

Hopefully,  this  will  now  change.,  A  scries  of 
probing  newspaper  and  magazine  articles  and 
television  documentaries  about  Social  Secur¬ 
ity  in  recent  months  have  begun  to  focus  ereqt- 
er  public  attention  on  program.  And  sure¬ 
ty  when  the  C  ommissioner  of  Social  Security 
admits  that  the  financing  of  the  system  must 


be  changed  significant!’  rung  years  in 

order  to  avoid  bankrupts  dine  has  come 
for  serious  reappraisal  and  corrective  action. 

We  have  spoken  out  often  in  recent  months 
about  the  “semantic  dishonesty”  which  has 
been  used  to  sell  the  Social  Security  proaram 
! o  the  public.  We  have  done  so  because  we 
believe  that  only  if  the  American  people  know 
the  truth  about  Social  Security  can  the  proper 
steps  be  taken  to  correct  its  flaws  and  plan  its 
future  direction. 

It  is  high  time  that  a  number  of  myths  about 
Social  Security  are  put  to  rest  once  and  for  all. 
Regardless  of  what  we  have  been  led  to  be¬ 
lieve  . 

•  Social  Security  is  not  an  annuity  program. 
Retirement  benefits  are  not  necessarily  related 
to  contributions  made.  A  family  in  which  the 
husband  and  wife  worked,  for  example,  usual¬ 
ly  receives  the  same  benefits  as  a  family  in 
which  the  wife  did  not  work,  despite  the  fact 
that  the  working  wife  also  paid  Social  Se¬ 
curity  taxes. 

•  Social  Securty  taxes  are  not  paid  into  a 

:st  fund  earmarked  for  an  individual’s  future 

nrement  benefits.  Today's  Social  Security 

taxes  are  used  to  provide  benefits  for  today’s 
retirees.  The  present  Social  Security  “trust 
fund”  now  has  enough  surplus  to  cover  per¬ 
haps  one  more  year  of  benefit  payments  if  no 
further  taxes  were  collected.  The  fund  now 
contains  approximately  S68  billion,  while  the 
actual  benefits  owed  participants  in  Social 
Security  are  valued  at  more  than  $500  billion. 

•  Social  Security  payments  are  not  “contri¬ 
butions;”  they  are  compulsory  “taxes.” 


/ 


579 


•  Employers  do  not  share  the  burden  ot 
Social  Security  taxes  equally  with  employees. 
Their  share  is  treated  just  like  any  other  busi¬ 
ness  cost;  it  can  be  passed  on  to  the  consumer 
in  the  form  of  higher  prices  or  to  the  worker 
as  a  long-range  reduction  in  his  potential  sal 
ary.  Their  share  is  also  deductible  for  incom 
tax  purposes  as  a  business  expense.  The  err, 
ployee,  on  the  other  hand,  cannot  pass  on  or 
take  a  tax  deduction  on  his  share  of  the  Social 
Security  tax. 

•  Although  Social  Security  is  based  .upon 
moral  commitment  between  generations,  thei 
is  no  legal  guarantee  that  benefits  will  be  pai 
tu  future  generations,  particularly  if  the  “tru> 
fund"  does  not  remain  solvent. 

In  the  light  of  the  trustees'  report,  our  major 
concern  right  now  is  that  the  financing  mech¬ 
anism  of  Social  Security  be  changed  where 
necessary  to  insure  its  future  solvency. 

We  have  pointed  out  in  this  space  before 
that  the  burden  of  Social  Security  taxes  upon 
the  American  wage  earner  and  his  family  is 
becoming  intolerable.  More  than  half  of  all 
families  now  pay  more  in  Social  Security  taxes 
than -in  Federal  personal  income  taxes.  And 
it  should  be  kept  in  mind  also  that  the  Social 
Security  tax  is  perhaps  the  most  degressive  tax 
fevfed  by  our  government.  There  are  no  ex¬ 
emptions  or  deduction  and  the  low  and  mod¬ 
erate-income  family  i  particularly  one  in 
which  the  wife  and  nusoand  both  work)  pays 
a  far  greater  percentage  of  its  total  income 
than  does  a  higher-income  family. 

If  the  trend  toward  “zero  population 
growth"  continues,  and  if  infUb™  - 
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unchecked  (thus  automatically  triggering  in¬ 
creases  in  Social  Security  benefits),  it  becomes 
obvious  that  a  proportionately  smaller  work 
force  will  be  called  upon  to  finance  greater 
and  greater  benefits  for  an  increasing  number 
of  retirees. 

No  pious  platitudes  about  the  system's  “fiscal 
integrity’’  or  sermons  about  how  well  it  has 
worked  in  the  past  (and  it  has  worked  well 
r  many  vears)  can  change  the  fact  that  the 
••’.inds  on  the  system  in  1975,  1985.  1995 
oeyond  are  going  to  be  far  greater  and  far 
'.rent  than  they  .were  when  Social  Security 
<wan  nearly  40  years  ago. 

One  of  our  Association's  major  legislative 
objectives  for  1974  calls  for  the  use  of  general 
Federal  tax  revenues,  rather  than  increases  in 
the  Social  Security  wage  base  or  tax  rate,  to 
loanee  both  the  increased  cost  of  Medicare 
and  automatic  Social  Security  cost-of-living 
increases.  We  also  believe  that  general  reve¬ 
nues  can  be  used  to  cover  the  cost  of  eliminat¬ 
ing  the  earnings  test  and  to  make  other  im¬ 
provements  in  the  present  system.  And  our 
legislative  staff  is  continuing  to  work  with 
members  of  Congress,  departmental  officials 
and  others  in  an  effort  to  find  other  ways  to 
make  needed  changes  in  Social  Security. 

But  we  must  act  now.  Today’s  working 
Americans  provide  for  the  nation  s  present 
retirees  through  their  Social  Security  taxes. 
Older  Americans  have,  we  believe,  an  equal 
obligation  to  insure  that  today’s  workers  find 
some  measure  of  security  in  their  later  years. 
That  is  why  the  future  of  Social  Security,  as 
well  as  the  present,  is  very  much  our  business. 
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PRESENTATION  BY 


BERKELEY  G  BURRELL 
PRESIDENT 

NATIONAL  BUSINESS  LEAGUE 


BUSINESS  AND  MANUFACTURING  CONFERENCE 
ON  INFLATION 

DETROIT  HILTON  HOTEL 
SEPTEMBER  19,  1974 


While  this  text  forms  the  basis  for  Dr.  Burrell's  remarks,  it  should 
be  used  with  the  understanding  that  paragraphs  of  it  may  have  been 
omitted  in  the  oral  presentation  and,  by  the  same  token,  other  re¬ 
marks  may  have  been  made  orally  which  do  not  appear  in  this  text. 
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Mr.  Secretary,  Members  of  Congress,  fellow  delegates. 
Mindful  of  the  overall  national  economy,  but  especially  con¬ 
cerned  about  the  plight  of  the  small  and  minority  business 
community  and  of  the  consumer ,  it  is  imperative  to  the 
national  and  international  economy  that  excessive  inflation 
be  controlled,  regardless  of  the  political  consequences. 

While  business  as  a  whole  is  affected,  the  weight  of 
deteriorating  economy  conditions  falls  with  particular  oppress¬ 
iveness  on  the  small  and  minority  business  communities  which 
gij-g  suffering  acutely  from  such  conditions  as .  sky-rocketing 
interest  rates,  inaccessability  of  equity  capital,  lowered 
production  and  sales,  diminished  profits,  arid  increased  rates 
of  business  failures  stemming  from  these  and  related  causes. 

The  fact  that  increased  productivity  is  the  ultimate 
solution  to  inflation  can  not  be  denied.  The  question  then 
is:  by  what  means  and  at  what  cost  do  we  increase  productivity 
and  thereby  curb  inflation.  As  a  representative  of  the  small 
business  community  generally  and  of  minority  business  enter¬ 
prise  more  specifically,  I  suggest  that  national  policies 
must  now  place  particular  emphasis  on  the  most  depressed 
segments  of  our  economy.  More  precisely,  we  must  stimulate 
or  revitalize  those  sectors  of  the  economy  that  can  contri¬ 
bute  measurably  to  national  productivity  growth- 
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In  this  vein,  I  can  tell  you  without  fear  of  contra¬ 
diction, that  over  the  long  haul,  one  of  the  major  keys  to 
increc  ;ed  productivity  is  Black  economic  development.  To 
be  sure,  our  Gross  National  Product  is  deprived  of  billions 
of  dollars  annually  as  an  acknowledged  consequence  of  the 
under-development  of  Black  and  other  minority  communities. 

Since  full  utilization  of  our  economic  resources  is  one 
of  the  essential  ingredients  for  a  sustainable  rate  of 
growth,  the  under-utilization  of  resources  in  the  minority 
community  -  particularly  the  minority  business  sector  - 
is  at  variance  with  the  needs  of  the  nation.  The  upsurge 
in  economic  activity  over  the  past  several  years  was  unsustain¬ 
able  in  part  because  we  were  confronted  with  serious,  long¬ 
standing  under-utilization  of  significant  labor  and  other 
resources  in  minority  communities. 

With  that  general  backdrop,  let  me  briefly  comment  on 
some  of  the  specific  issues  before  us: 

1)  Monetary  policies  designed  to  restrain  general  demand 
have  increased  interst  rates  and  stimulated  inflation.  Ade¬ 
quate  financing  represents  a  major  problem  for  small  and 
minority  enterprise.  The  record  is  replete  with  traditional 
shortages  of  capital  and  credit  resources  facing  the  existing 
independent  businessman. 
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Compounding  this  universally  recognized  money  gap  have 
been  recurrent  tight  money  periods  which  have  placed 
even  a  greater  restriction  upon  small  businessmen.  The 
Fed's  current  monetary  restr  ctions  have  placed  crushing 
pressures  on  small  firms,  particularly  those  owned  and 
operated  by  minorities.  It  is  a  generally  acknowledged 
truism  that  small  business  must  expand  or  perish 
and  it  is  equally  axiomatic  that  small  business  can  not 
grow  when  bank  and  credit  lines  are  either  frozen  or  being 
retracted . 

The  end  result  of  tight  money  is  usually  bankruptcy 
for  those  firms  which  are  trying  to  grow  without  adequate 
credit  lines.  Absent  substantial  change  in  monetary  policies 
we  urge  the  Administration  to  conduct  an  immediate  and 
careful  examination  of  the  Credit  Control  Act  of  1965  to 
determine  whether  the  Fed,  through  the  enormous  powers  vested 
in  it  by  that  Act,  can  relieve  this  credit  burden  in  selective 

areas . 

2)  Fiscal  austerity  is  clearly  necessary  as  a  basic 
policy.  Yet  given  the  level  of  (uncontrollable)  expenditures 
and  prior  year  budgetary  obligations ,  it  is  doubtful  that 
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actual  federal  expenditures  can  be  held  below  $300  billion 
in  FY'75,  even  if  the  level  of  new  obligational  authority 
is  below  that  figure. 

Seeking  a  balanced  budget  is  important;  but  equally 
important  are  the  priorities  established  for  federal  spending. 
The  real  issue  in  budgetary  restraint  is  what  areas  will  be 
restrained  and  how.  Significant  reductions  in  defense  spend¬ 
ing,  foreign  aid  (especially  military  assistance)  and  non¬ 
productive  subsidy  programs  should  head  the  list.  Within 
existing  budget  limitations,  priority  perferences  must 
clearly  be  in  the  area  of  human  resources.  Spiraling  in¬ 
flation,  along  with  rising  unemployment,  points  to  the  need 
for  public  works  and  private  sector  job  training  programs. 

Our  spending  today  must  be  keyed  to  increasing  productivity. 

3)  Substantive  reform  of  our  current  tax  structure  is 
long  over-due,  particularly  as  relates  to  small  business. 
Legislation  in  the  area  of  small  business  tax  reform  is 
currently  pending  in  Congress  and  should  be  given  positive 
action.  Further,  we  must  develop  ways  of  providing  tax 
incentives  for  substantial  investments  by  the  corporate 
sector  in  minority  business  development,  and  in  the  futher 
development  of  our  human  resorces. 

Generally,  we  must  have  a  balanced  tax  reform  policy 
which  would  raise  the  purchasing  power  of  lower  income 
groups  and  impose  tougher  minimum  income  tax  on  higher 
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income  groups.  Real  disposable  income  declined  by  5%  over 
the  last  year,  while  the  cost  of  living  continued  inexorably 
upward.  Increases  in  income  tax  exemptions  can  provide 

non- inflationary  dollars  to  consumers  to  offset  higher  prices. 
Revisions  in  current  corporate  income  tax  policy  should  be 
tied  directly  to  productivity.  Corporations  which  increase 
profits  by  increasing  output  should  be  rewarded  while  those 
which  accure  higher  profits  through  administered  price 
increases  without  expanding  output  should  be  penalized. 

4)  In  the  international  arena,  economic  co-operation 
with  other  countries  is  increasingly  vital.  We  need  m- 
depth  impact  analyses  of  the  possible  effects  that  trade 
deals  will  have  on  affected  sectors  of  our  economy  and 
ultimately  on  the  end-user  or  consumer.  What  is  needed  is 
a  realistic  assessment  of  the  prestige  value  of  trade 
agreements  versus  their  domestic  economic  propriety. 

There  is  increasing  evidence  that  America  must  seek  new 
markets  for  our  products  and  new  sources  of  needed  raw 
materials  in  the  future.  We  will  find  ourselves  turning 
more  and  more  to  the  less  developed  areas  of  Latin  America, 
Africa  and  Asia.  Therefore,  it  is  in  our  own  national  inter¬ 
est  to  contribute  to  the  further  development  of  these  areas. 

Finally,  if  we  are  to  turn  our  economic  picture  around, 
we  must  not  only  fight  inflation,  but  inflationary  -  expecta 
tions  as  well.  The  consuming  public  -  already  outraged  at 
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the  seemingly  uncontrollable  rise  in  prices  -  is  the 
single  most  important  element  in  any  anti-inflationary 
program.  If  prices  continue  to  rise  we  face  the  unpalatable 
spectre  of  a  full  scale  consumer  revolt.  The  public 
must  have  confidence  in  the  integrity  of  our  Gov^nment 
leaders  and  in  their  ability  to  devise  programs  hat  are 
equitable  for  all  segments  of  the  nation.  Without  that 
confidence,  the  fear  of  inflation  will  stifle  even  the 
most  imaginative  anti-inflationary  policy.  If  the  leader¬ 
ship  of  business,  Government  and  labor  does  not  take  the 
initiative  to  stabilize  prices  and  curb  inflation,  the 
people  most  assuredly  will. 
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General  Recommendations 


Imposition  of  wage  and  price  controls  as  an  immediate  means 
of  stabilizing  prices 


Balanced  tax  reform  package  that  would  (1)  place 
on  corporate  profits  and  (2)  increase  individual 
exemptions  which  provide  non- inf lat lonary 
sumers  to  off-set  higher  prices 


dollars 


limitations 
income  tax 
to  con- 


Job  training  programs  for  unskilled  workers 
disadvantaged)  to  bring  them  into  the  labor 


(especially 

market 


among 


Provide  employment  by  making  Government  employer  ot  last 
resort 


Re-arrangement  of  budget  priorities  so  that  programs  of 
human  resources  development  are  not  squeezed 


Thorough  education  of  the  populace  on  the  need  for  a 
national  effort  to  slow  down  inflation 


Development  of  national  policies  that  place  particular 
emphasis  on  the  most  depressed  segments  of  our 
economy . 


■ 
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August  28,  1974 


The  Honorable  Frederick  B.  Dent 
Secretary  of  Commerce 
Commerce  Building 

14  street  between  Constitution  Avenue 
and  "E"  Street,  N.U. 

Washington,  D.  C.  20230 


c  *7 
O  I  O  / 


Dear  fir.  Dent: 

A  recent  public  opinion  survey  listed  inflation  as  the  nraber  one  ccnce, 
percent  of  the  American  public.  This  is  a  concern  mum  h«  e*w~  ..■-.-u.-n. 
Ford  to  establish  inflation  as  his  domestic  priority. 

Sn~ri fic  initiatives  to  halt  the  unchecked  wage-price  spiral  will  not  be  an  easy 
SOi?"dlo“>«  share  in  the. belief  of  Walter  Heller  that  it  is  c,,e  ....to 
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,)nt<;n”tiiria»s7r;auiall^P;nd”P™tUes  that  mahe.gcvcrn, out  an  accomplice 

iniiianjfcostand  price-propping  actions."  One  such  action  is  tee  perpetuation  o,  cn. 
antiquated  Davis-Bacon  Act. 

Hendrik  Houthakker  addressed  the  problem  directly  when  be  said  ,JIn  the  field  of 
-i  .t.  ,  unreasonable  restrictions  cn  union  membership ,  suv.n  as  p:  <  -r  o^pr  .HUtj.n, 
oi  exAsslve  entrance lies,  would  be  abolished.  The  Davls-tocon. Act  and.sir.n1ar 
laws  concerning  wages  paid  under  government  contracts  woulo  je  p«u  -  0 . 


Ar cording  to  Congressman  Bacon,  the  purpose  oi  um  <-uu  rv K, 

and  local  contractors  a  fair  opportunity  to- participate  ,n  , Fe  -  y 

. "  Yet .  the  wage  determinations  mane  oy  tne  Departing*.  w  i--v.»  y- 

Oi  '  Bacon  Act  and  related  laws  have  displayed  an  inappropriate  ■  -  ■■  _ 

upi’war  .1  bias.  Between  1962  and  1970  the  General  Accounting  Of  nee  has  .ssu.d 

r'eoorts  that  have  pointed  this  out. 


the  Act 


t  s 
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^5  'ot  uncommon  for  union  contractors  to  obtain  government  construction  contracts 
in  nonunion  localities,  thereby  excluding  local  contractor^  ana^o^n^  •  •  ’  -• * 


t * ; .I s 0  jobs.  It” appears  that  this  behavior  is  precisely  the  opposite  o’  u- 
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iutu-n-n  of  the  initial  act  which  was  to  prevent  xhe  fec.eral  iiOV^^  1. 
. ,l u  •  ■  -  '  -’era!  construction.  Currently-  ■- 
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lowering  wages  in  tsK 
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The  Honorable  Frederick  B.  Dent 


August  28,  1974 


Davis-Bacon  Act  and  related  laws  arc  making  government  demand  for  construction 
projects  relatively  inelastic  to  wages.  Additionally,  the  government's  bargaining 
power  is  decreased  due  to  its  inability  to  search  out  the  lowest  bidder. 

Forty-five  billion  dollars  worth  of  public  construction  is  affected  by  Davis-Bacon 
minirum  wage  rates.  These  rates,  no  matter  how  high,  become  the  minimum  wage  rates 
of  a  locality  with  no  chance  to  fluctuate  with  local  conditions,  thereby  keeping 
rates  unnecessarily  high  and  inflationary. 

Alan  Greenspan,  nominee  for  Chairman  of  the  Council  of  tconomic  Advisers,  stated 
that  these  "....wages  are  being  rigged  at  what  are  clearly  noncompetitive  levels. 

These  rates  never  corns  down  and  thereby  add  an  element  of  inflexibility  to  the  total 
contract  construction  market.  One  is  hard-pressed  to  find  reasons  why  this  artificial 
•  /-age  support  legislation  should  not  be  repealed."  Until  such  time  as  legislation  can 
bo  passed  to  repeal  the  Davis-Bacon  Act  and  related  laws,  we  respectfully  urge  you 
to  exorcise  all  possible  influence  to  have  President  Ford  suspend  the  Davis-Bacon 
Act. 

Precedent  for  suspension  of  Davis-Bacon  and  related  laws  was  established  in 
February,  1971.  The  President  noted  in  his  proclamation  suspending  the  Davis-Bacon 
Act  and  related  laws  that  the  nation  was  confronted  by  a  set  of  economic  conditions 
which;  when  taken  together,  created  an  emergency  situation.  1'a  submit  to  you  that  the 
economic  conditions  presently  confronting  the  nation  are  more  grave  than  in  1971. 

Dow  is  the  tine  to  suspend  Davis-Bacon  as  a  positive  anti-inflationary  move. 

would*  welcome  an  opportunity  to  further  discuss  with  you  at  your  earliest 
convenience  the  Davis-Bacon  Act  and  its  economic  impact. 

Very  truly  yours, 

!\  .  .<9  (f),  , 
yV  wJ  K.6**** 

Mi  co  we  I  T.  Cal  las 
P re:,  i  dent 


•  V>v.; 
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ECONOMY  WITHOUT  INFLATION 


BY 

DR.  RONALD  CARROLL 
ECONOMIST 


August,  1974 
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These  notes: 

1.  Examine  the  present  economic  policy  v/hich 
has  not  stopped  inflation  and  has  endangered 
the  health  of  the  economy;  and 

2.  Suggest  methods  to  halt  the  inflation  and 
restore  the  health  of  the  economy. 

To  understand  the  problem  the  terms  "inflation"  and 

"healthy  economy"  need  definition. 

inflation  is  a  condition  of  the  economy  when  the  supply 
of  money  rises  faster  than  the  supply  of  goods  and  services. 
This  increases  the  demand  for  goods  and  services  faster  than 
their  supply.  The  resulting  rise  in  the  prices  of  goods 
services  therefore  are  not  a  cause  of  inflation,  but  are  the 
results  of  inflation.  The  rate  of  price  increases  reflects 
the  severity  of  inflation. 

It  has  been,  and  still  is,  very  popular  to  make  simplistic 
comparisons  of  our  economy  with  a  steam  engine  or  some  other 
mechanical  device.  This  resulted  in  phrases  describing  the 
economy  as  "overheated"  or  that  we  should  "apply  the  brakes" 
or  "cool  off  the  economy." 

Our  economy  is  not  a  steam  engine  or  other  mechanical 
device.  It  cannot  be  regulated-  by  an  engineer  manipulating 
the  throttle  or  a  driver  putting  his  foot  on  the  brake  pedal. 

Our  Economy  is  the  result  of  the  intci  ?cti.  i-  oi. 
210,000,000  individuals  who  want  to  satisfy  their  demands 
goods  and  services. 
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These  individuals  have  inherent  demands  for  onods  and 
services  from  the  moment  they  are  born  until  they  die.  These 
demands  for  goods  and  services  ranae  from  the  cries  of  a  new¬ 
born  baby  for  nourishment  or  a  clean  diaper  to  the  disposition 
of  the  dead  body  so  that  it  does  not  become  a  health  hazard. 

From  birth  to  death  individuals  want  to  satisry  their  demands 
ranging  from  the  necessities  of  life  to  a  m.yixau  variety  of 
discretionary  yoods  and  services.  These  discretionary  demands 
include  everything  human  ingenuity  has  created  from  minimal 
food,  clothing  and  shelter  to  material  luxuries  and  spiritual 
services . 

Individuals  have  an  inherent  desire  to  satisfy  their  demands 
for  these  goods  and  services  through  their  own  efforts  and 
through  their  own  free  choice.  As  a  result  human  beings  want 
to  engage  in  satisfactory  occupations  and  to  exercise  tneir 
free  choice  for  goods  and  services.  They  v/ant  to  do  this  in 
any  way  they  choose  and  should  be  permitted  to  do  this  as  long 
as  their  freedom  of  choice  does  not  endanger  the  health  or 
security  of  others. 

Thus,  a  healthy  economy  is  one  in  which  the  largest  number 
of  individuals,  through  their  own  efforts  and  their  own  free 
choice,  can  satisfy  to  the  highest  degree  their  demands  for 


goods  and  services. 
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To  "stop  inflation"  the  government’s  economic  interven 
tionists  and  "fine-tuners"  enacted  wage  and  price  controls  in 

August,  1971. 

This  coincided  with: 

A)  Tremendous  increases  of  spending  by 
the  federal,  state  and  local  governments; 

B)  Growing  deficit  financing  and  tax 
increases  by  the  same  governments; 

C)  A  wave  of  lav/s,  regulations  and  other 
measures  generated  by  environmental  and 
consumerist  concerns,  many  or  which  seemed 
to  border  on  hysteria,  if  not  outright 
hostility  towards  our  way  of  life. 

D)  The  sale  abroad,  mainly  to  the  U.S.S.R. 
and  Communist  China,  of  much  of  the  U.S.A.  s 
reserve  stock  of  agricultural  products. 

E)  The  Arab  oil  embargo  of  last  fall  and 
winter  combined  with  huge,  arbitrarily 
imposed  oil  price  increases  by  the  govern¬ 
ments  of  the  oil  exporting  countries. 

F)  Lately  a  very  restrictive,  high 
interest  monetary  policy  by  the  federal 


Reserve  System. 

Wage  and  price  controls  did  i 
aggravated  inflation.  Ly  holding 
levels ,  they  stimulated  oemnnd  fo' 


ot  "stop  inflation";  they 
prices  to  artificially  low 
goods  and  services. 


Con- 
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trols  on  profits  impeded  the  formation  of  capital  and  the 
incentive  needed  to  expand  production  and  thereby  failed  to 
raise  the  supply  of  goods  and  services.  At  times  domestic 
prices  were  pegged  so  low  by  the  government  economic  "fine 
tuners"  that  U.  S.  producers  either  preferred  to  export  their 
goods  to  foreign  free  markets  or  stopped  tne  production  of 
certain  goods. 

As  a  measure  to  control,  let  alone  stop  inflation,  wage 
and  price  controls  were  counter-productive  in  the  truest  sense 
of  this  word.  They  were  as  effective  a  cure  as  a  sick  patient's 
action  to  break  his  thermometer. 

Spending  on  all  levels  of  government  continued  unabated. 
Starting  in  the  happy  world  of  the  "Mew  Frontier  ,  continued 
during  the  "Great  Society"  and  the  Nixon  years  all  that  was 
needed  to  correct  any  deficiency  in  our  lives  was  (1)  a  new 
law,  (2)  a  new  or  expanded  government  bureau  properly  over¬ 
staffed,  and  (3)  the  expenditure  of  several  million  dollars 
which  frequently  grew  into  billions.  This  usually  was  dupli¬ 
cated  and  sometimes  triplicated  or  quadruplicated  on  the  state, 
county  and  city ’levels  of  government.  Instead  of  the  intended 
instant  salvation,  these  laws  and  appropriations  generated 
additional  taxes  or  necessitated  tremendous  government  borrow¬ 
ing.  Most  of  these  laws  fuelled  the  fires  of  inflation  by 
divert i nq  caoital  needed  for  the  expansion  of  the  supply  os 
goods  and  services  to  the  consumption  of  goods  anu  services. 

Some  of  these  laws  directly  impeded  the  production  and  supply 
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of  goods  and  services. 

Federal,  state  and  local  government  budget  deficits  create 
enormous  inflationary  pressures.  In  addition  to  the  billions 
of  dollars  of  demand  for  goods  and  services,  ranging  from  air¬ 
craft  carriers  to  paper  clips  and  from  the  salaries  of  village 
janitors  to  the  salary  of  the  President  of  the  U.S.A.,  they 

also  increase  the  demand  for  credit. 

,  Ibwever,  wnether  the  government  budgets  are  balanced  may 
be  secondary  in  inflationary  impact  to  the  size  of  the  budgets, 
their  allocations  of  expenditures  and  their  method  of  taxation. 

Government  expenditures  fall  into  two  general  categories: 

(1)  Those  which  satisfy  the  demand  of 
individuals  for  goods  and  services  which 
should  be  supplied  by  government. 

(2)  Those  which  increase  the  demand  of 
individuals  for  goods  and  services  above 
the  level  of  their  own  efforts. 

Examples  of  the  former  category  are  expenditures  for  police 
and  the  judiciary  and  national  defense,  as  people  want  to  live 
protected  from  the  threats  of  domestic  criminals  or  foreign 
agressors,  expenditures  for  education,  or  communication  facili¬ 
ties  such  as  highways  or  airports. 

Examples  of  the  latter  category  are  expenditures  for  our 

present  welfare  system  or  farm  price  supports. 
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Construction  of  a  new  or  improved  highway  which  expedites 
the  delivery  of  goods  and  services  can  be  anti-inflationary. 

On  the  other  hand,  using  the  taxes  paid  by  consumers  to  buy 
up  farm  products  at  higher  than  market  prices  to  keep  them 
off  the  market  can  only  be  inflationary. 

Most  of  the  new  laws  and  government  appropriations  were 
of  the  social-welfare  variety,  designed  to  increase  rhe 
depand  of  individuals  for  goods  and  services  above  the  level 
of  their  own  efforts  and  had  highly  inflationary  effects. 

At  present  more  than  81,000  federal,  state,  county, 
municipal  and  other  government  bodies  spend  and  tax. 

Of  the  almost  15,000,000  government  employees  in  the  U.S., 
about  3,000,000  work  for  the  federal  government;  11,700,000 
work  for  state  and  local  governments. 

Paralleling  expenditures,  debts  and  taxes,  the  number-  of 
state  and  local  government  employees  increased  at  a  faster 
rate  than'  the  number  of  federal  employees.  Since  the  1960's 
the  number  of  state  and  local  government  employees  increased 
at  a  rate  four  times  faster  than  the  population. 

Disregard  for  the  mushrooming  growth  of  state  and  local 
governments,  budgets  and  deficits  contributed  materially  to 
our  inflation.  It  is  immaterial  whether  money  is  spent  or  a 
tax  levied  by  the  federal  government  in  Washington  or  by  the 
local  government  in  Podunk .  The  important  factors  are:  What 
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is  the  money  being  spent  for,  how  is  it  being  raised,  what  is 
the  total  and  finally,  is  the  budget  in  balance. 

In  order  to  reduce  the  federal  budget  deficit  a  10%  income 
tax  surcharge  was  enacted  by  the  Johnson  administration.  After 
continuing  it  first  in  full  and  later  at  a  5%  rate,  this  income 
tax  surcharge  finally  expired  on  July  1,  1970.  Income  taxes 
are  reputed  to  be  anti-inf lationary .  The  evidence  on  hand 
suggests  the  opposite. 

Enactment  of  the  income  tax  surcharge  during  a  period  of 
full  employment  increased  the  wage  demands  of  employees  in 
order  to  be  compensated  for  their  loss  in  take-home  pay. 

Corporations'  after  tax  profits  were  reduced  by  this  tax 
surcharge.  The  increased  wage  demands  of  employees  raised 
production  and  operating  costs.  To  compensate  for  both, 
business  raised  prices  of  goods  and  services. 

Whenever  the  tax  surcharge  and  the  increased  production 
and  operating  costs  could  not  be  compensated  by  price  increases, 
profits  fell.  This  reduced  retained  earnings,  an  important 
source  of  capital  for  the  investment  in  new  plants  and  equipment 
and  increased  the  demand  for  credit.  Thus  the  income  tax  sur¬ 
charge  became  highly  inflationary  because  it. 

Increased  wage  demands. 

Increased  operating  expenses 
Caused  price  increases 
Reduced  profit  margins 
Impeded  the  formation  of  capital 
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Increased  the  demand  for  credit 
One  year  after  the  federal  income  tax  surcharge  expired, 
business'  profits  and  capital  formation  were  curtailed  by  the 
imposition  of  wage  and. price  controls. 

During  this  entire  period  enactments  or  increases  of 
state  or  local  personal  and  corporation  income  taxes,  raises 
in  social  security  taxes  and  of  property  taxes  became  vir¬ 
tually  an  annual  ritual.  The  individual  and  combined  results 
of  all  these  new  or  increased  taxes  were  the  same  as  those  of 
the  Johnson  federal  income  tax  surcharge  and  resulted  in  more 


inflationary  pressure. 

Concern  for  the  environment  suddenly  became  fashionable. 
Disregarding  the  fact  that  many  if  not  most  of  the  degradations 
of  our  environment  were  the  result  of  governments'  failure  to 
(1)  live  up  to  their  responsibilities  to  dispose  of  liquid  and 
solid  wastes  in  the  least  obnoxious  and  most  efficient  manner, 
and  (2)  enforce  laws  and  regulations  long  on  the  statute  books, 
new  extremely  stringent  laws  and  regulations  were  enacted. 
Usually  drawn  up  by  lawyer-politicians  with  little  engineering 
economic  input,  they  tried  to  undo  many  years  of  neglect  and 
achieve  semi-pristine  conditions  in  impossibly  short  periods  oj 
time . 


Some  production  facilities  as  a 
Others  had  to  invest  huge  amounts  of 
or  waste  water  emmissions  or  correct 


construction  of  new  plants 


result  had  to  shut  down, 
capital  to  clean  up  stack 
other  deficiencies.  The 
facilities  was  delayed  by 


or 


and  other 
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costly  and  lengthy  governmental  environmental  impact  procedures 
or  by  litigation  started  by  environmental  groups.  Some  of  the 
latter  at  times  seemed  to  border  on  the  frivolous. 

Another  almost  equally  fashionable  movement  accused  Amer¬ 
ican  business  which  had  produced  the  highest  standard  of  living 
and  made  the  U.S.A.  the  envy  of  the  world  in  material  possessions 
of  careless  neglect  if  not  outright  deceit  of  consumers. 

New  stringent  safety  regulations,  warranty  standards  and  other 
measures  diverted  additional  capital  from  supply  increasing 
investments.  The  combination  of  reduced  profit  margins  due  to 
price  controls,  rising  tax  loads  and  capital  investments  in 
environmental  and  consuraerist  endeavors  retarded  the  expansion 
of  our  supply  of  goods  and  services,  made  it  lag  behind  the 
growth  of  demand  and  contributed  substantially  to  our  severe 
inflation . 

In  1972  the  U.S.A.  sold  much  of  its  reserve  supply  of 
agricultural  commodities  abroad,  mainly  to  the  U.S.S.R.  and 
Communist  China.  Whatever  return  benefits  this  country  received 
from  Russia  and  China  has  not  yet  become  apparent.  This  drastic 
reduction  in  their  supply  generated  price  increases  of  these 
commodities  which  in  turn  drove  up  virtually  all  food  or ices  at 
the  retail  level. 

Oi]  is  this  country's  principal  source  of  energy.  A  sub¬ 
stantial  part  of  this  country's  supply  of  crude  oil  and  refined 
products  must  now  be  imported. 
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Last  fall  the  governments  of  the  Arab  oil  producing  countries 
enbargoed  oil  shipments  to  the  U.S.A.  for  political  reasons. 

These  same  Governments  and  the  governments  of  the  other  oil 
exporting  countries  simultaneously  decreed  huge  oil  price  increases. 
The  resulting  oil  shortage  reduced  the  production  or  availability 
of  many  goods  and  services.  The  increased  costs  of  oil,  after 
the  lifting  of  the  embargo,  continue  to  be  refected  in  higher 
costs  of  all  goods  and  services  directly  or  indirectly  using  oil 

I 

as  their  energy  base. 

Money  is  the  life  blood  of  the  economy.  There  are  segments 
of  the  economy  which  can  function,  which  might  even  thrive,  with¬ 
out  oil,  coal,  steel,  lumber  or  almost  any  raw  material.  There 
is  no  segment  of  the  economy  which  can  function  without  money. 

Because  of  its  key  function  in  the  economy,  the  cost  of 
money  is  reflected  in  the  price  of  all  goods  and  services.  The 
same  government  which  professed  great  indignation  whenever  product 
X  or  service  Y  went  up  a  few  percent  consciously  and  deliberately 
doubled  the  cost  of  money  within  a  short  period  Oj.  time,  and  in 
addition  drastically  reduced  its  supply. 

The  professed  purpose  of  this  attack  on  the  economy's  jug¬ 
ular  vein  is  to  "stop  inflation  by  curbing  the  demand  pressures 
and  thereby  re-establish  a  balance  in  the  economy  which  will 
reduce  prices.  Such  an  "anti-inflation"  program  was  tried  between 
1968  and  1971.  It  failed  then  to  stop  inflation,  caused  a 
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recession  and  was  abandoned.  The  sane  will  happen  now,  and  it 
should  be  abandoned  before  it  again  causes  a  recession.  Demand 
constantly  grows  in  the  private  sector  of  the  economy  because  of 
the  natural  desire  of  people  to  (1)  procreate,  and  (2)  improve 
their  standard  of  living. 

Each  year  the  natural  growth  of  the  population  adds  about 
2,000,000  new  consumers  to  the  demand  side  of  the  economic  ledge 
People  inherently  are  acquisitive.  As  a  result  the  demand 
pressure  constantly  increases  because  the  addition  of  posses¬ 
sions  to  people  is  the  most  tangible  manifestation  of  an 

improved  standard  of  living. 

Demand  in  the  public  sector  of  the  economy  is  being 
directly  stimulated  by  the  political  pressures  of  a  high 
interest-restrictive  monetary  policy.  It  causes  cutbacks  in 
the  construction  of  new  plants  and  equipment,  in  the  modern¬ 
ization  of  existing  plants  and  the  replacement  of  worn  out 
facilities.  It  also  increases  the  cost  of  any  new  or  modern¬ 
ized  plants  and  equipment.  Thus  expansion  of  the  supply  of 
goods  and  services  to  balance  the  demand  is  being  retarded  or 
made  more  costly,  adding  to  the  inflation. 

Employment  reductions  caused  by  cutbacks  in  the  con 
struction  of  new  or  modernized  plants  and  equipment  increase 
unemployment  and  thereby  raise  government  expenditures  for 
unemployment  and  welrare.  Trying  to  compensate  for  thio 
a  public  works  program  will  only  aggravate  inflation. 


wit  h 
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The  higher  borrowing  costs  created  by  higher  interest 


rates  reduce  business  profits  and  personal  income  and  also 
reduce  tax  payments  to  the  government. 

Ebderal,  state,  and  local  governments  as  a  result  are 
faced  with  reduced  tax  revenues,  larger  government  expendi¬ 
tures  for  unemployment  and  welfare  and  higher  borrowing  costs 
to  finance  rising  government  deficits. 

The  recent  sale  of  9%  U.S.  Government  Bonds,  which  this 
restrictive-high  interest  rate  monetary  policy  caused,  drew 
funds  from  the  nation's  savings  institutions  and  from  cashed 
in  lower  interest  rate  government  bonds.  Its  net  result  was 
less  capital  for  the  expansion  of  the  private  sector  of  the 
economy,  especially  the  supply  of  housing,  and  a  substantial 
cost  increase  in  the  federal  government's  debt  service  without 
a  commensurate  inflow  of  funds  into  the  treasury. 

Therefore,  the  total  effect  of  a  restrictive  monetary 
policy  is  not  anti-inflationary  but  recessionary  and  infla¬ 
tionary.  It  reduces  the  supply  of  goods  and  services,  drives 
up  costs  and  through  increased  government  deficit  financing  for 
expenditures  which  increase  the  demand  of  individuals  for  goods 
and  services  above  the  level  of  their  own  efforts  (unemployment 
and  welfare  payments),  further  increases  inflationary  pressures. 

To  try  again  at  the  present  time  the  high  interest-restric¬ 
tive  monetary  policy,  which  had  failed  before,  is  especially 
damaging  to  the  economy  because  of  its  urgent  and  immediate  need 
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for  huge  amounts  of  capital  to  fight  inflation  by  the  only  really 
effective  means:  increase  of  the  supply  of  goods  and  services. 

The  requirement  to  make  up  for  the  inadequate  capital  formation 
during  the  price  control-high  tax  period,  and  for  the  lagging 
productive  capacity  expansion  because  of  the  enivronmental- 
consumerist  trauma  recommends  a  new  policy  to  eliminate  infla¬ 


tion  and  keep  a  healthy  full  employment  economy. 

The  criterion  for  each  proposed  measure  of  this  new  policy 
must  be:  Will  it  help  expand  the  supply?  If  the  answer  is, 

"It  does,"  then  it  should  be  implemented.  If  the  answer  is 
negative,  then  it  should  not  be  implemented. 

Some  proposed  measures  of  this  new  policy  may  run  counter 
to  popular  notions,  which  although  not  supported  by  economic 
facts  or  expertise  have  been  mainstays  of  the  public  rhetoric. 
Following  this  rhetoric,  frequently  in  order  to  curry  the  favors 
of  special  interest  groups,  be  they  old  people,  cattle  raisers, 
blacks,  house  builders,  school  teachers,  defense  contractors,  or 
whatever,-  has  keen  and  is  a  prime  cause  of  inflation. 

This  inflation  resulted  from  violations  of  the  most  basic 
economic  rule,  the  law  of  supply  and  demand,  over  a  long  period 
of  time.  It  can  not  be  overcome  by  the  waving  of  a  magic  wana . 
What  took  time  to  do  will  take  time  to  undo.  New  steel  mills, 
lawyers,  shoe  factories,  oil  refineries,  cattle  herds,  bakeries, 
medical  doctors,  corn  fields,  water  dams,  carpenters,  etc.  can 
not  be  planned,  designed,  built,  raised,  grown,  educated  and 


606 

trained  overnight — and  they  all  require  capital,  not  the  winning 
of  a  popularity  contest. 

Therefore,  the  following  program  is  herewith  proposed: 

(1)  Do  not  establish  the  Cost  of  Living  Council 

This  is  mentioned  first  not  because  of  its 
importance,  but  because  it  was  the  first  anti 
inflation  measure  proposed  by  President  Ford. 

The  C.O.L.C.  will  not  increase  supply. 

As  a  "monitoring"  body  without  authority, 
it  is  an  empty  gesture  only  wasting  tax  money  to 
gather  information  which  is  readily  available 
from  the  news  media.  President  Ford  without  the 
C.O.L.C.  tried  to  influence  a  General  Motors 
pricing  decision.  Existence  of  the  Council 
would  not  have  made  the  President's  intervention 
any  more  effective. 

For  psychological  reasons  re-establishment 
of  the  C.O.L.C.  could  be  highly  inflationay. 

Many  businesses  and  labor  leaders  might  see  it 
as  a  threat  to  re-establish  wage  and  price  con¬ 
trols.  They  might  as  a  result  demand  now  higher 
wages  or  prices  than  they  would  otherwise,  know 
ing  that  they  can  expect  to  operate  in  a  free 
market . 

(2)  A)  and  or:  th  a  1  >  ig  h  in  t  e :  *  *; '  :<  t -res  trie  v._ 1  vg 
monet  a  r_y  _po  lie  y_ 
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An  adequate  supply  of  money  at  reasonable 
interest  rates  is  a  prerequisite  for  an  expan¬ 
sion  of  the  supply  of  good s  and  services  which 
will  re-establish  the  equilibrium  of  our  economy 
and  end  inflation.  Without  money  the  supply  of 
goods  and  services  can  not  be  expanded.  If 
interest  rates  are  too  high,  the  expanded  supply 
of  goods  and  services  will  be  burdened  with  high 
costs,  which  either  have  to  be  reflected  in 
hicjher  prices  or  will  because  of  competitive 
pressures,  lead  to  business  failures.  Such  fail 
ures  in  turn  will  again  reduce  the  supply  of 
goods  and  services. 

Therefore ,  the  Federal  Reserve  should  adopt 
a  stable,  long-range  monetary  growth  policy. 
Under  it  the  money  supply  would  increase  each 
year  at  a  sufficient  percentage  providing  for  an 
adequate  expansion  of  the  supply  of  goods  and 
services  at  reasonable  interest  rates. 

The  cost  of  money,  interest  rates,  should 
find  its  own  level  in  a  free  market,  supplied 
sufficiently  with  money  and  regulated  only  by 
stable  Federal  Reserve  rules  which  will  ensure 
the  liquidity  and  solvency  of  our  banking 
system. 
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Stop-and-go  Federal  Reserve  regulations 
which  upset  the  balance  of  the  economy  at 
irregular  intervals  have  to  be  discontinued. 

The  Federal  Reserve  can  influence  the 
business  climate.  It  can  shake  or  restore  the 
confidence  of  consumers  in  the  future  and  the 
actions  of  210,000,000  independent-minded  con¬ 
sumers  exercising  their  free  choice  for  goods 
and  services  will  affect  the  general  business 
climate . 

The  notion  that  by  pushing  buttons  and 
studying  econometric  models  the  economy  can  be 
"fine  tuned"  is  a  fallacy.  Every  time  "a 
button  is  pushed"  the  direction  of  economic 
policy  is  changed.  Every  change  in  economic 
policy  has  different  effects  on  different  con¬ 
sumers.  Every  change  in  economic  policy  upsets 

the  plans  for  the  future  which  business  made  to 
meet  the  expected  future  demand  of  consumers. 

The  Federal  Reserve  can  provide  the 
soundest  business  climate  if  it  discontinues 
its  economic  "fine  tuning",  which  to  date  has 
a  perfect  record  of  failure. 
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Any  plan  to  allocate  loans  by  the  Federal 
Reserve  or  another  government  body  will  pro¬ 
duce  the  same  disastrous  effects  which  govern¬ 
ment  allocation  schemes  of  other  goods  or 
services  have  produced  in  the  past. 

(3)  Income  tax  on  savings  accounts 

To  encourage  the  formation  of  new  capital 
and  simultaneously  reduce  demand  pressures 
from  consumers,  the  personal  income  tax  on 
savings  account  income  should  be  repealed. 

(4)  capital  gains  and  losses  on  stocks  and  bonds 
The  stocks  and  bonds  markets  will  have  to  be 

a  principal  source  of  capital.  To  encourage 
investments  by  the  public  in  stocks  and  bonds, 
the  capital  gains  tax  on  stocks  and  bonds  trans¬ 
actions  should  be  cut  in  half. 

Capital  losses  on  stocks  and  bonds  trans¬ 
actions  should  be  made  fully  deductible  against 

ordinary  income. 

(5)  Investment  tax  credit 

One  of  the  few  sound  moves  of  government 
fiscal  policy  during  recent  years  was  the 

investment  tax  credit.  By  giving  tax  incentive 
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to  the  investment  in  new  plants,  facilities 
and  equipment,  it  increased  'the  supply  of  goods 
and  services,  reduced  production  and  operating 
costs,  and  created  employment.  Few  government 
measures  ever  contributed  more  to  economic 
health  and  were  more  anti-inflationary. 

This  tax  credit  was  treated  like  a  yo-yo. 
Enacted  under  President  Kennedy,  it  was  repealed 
under  President  Johnson,  re-enacted  under  Pres¬ 
ident  Johnson,  repealed  under  President  Nixon 
and  re-enacted  again  under  President  Nixon — a 
perfect  example  of  the  confusion  of  the  economic 
"fine  tuners". 

Planning,  designing,  financing,  building 
and  finally  putting  into  operation  of  new  or 
modernized  production  facilities  frequently 
takes  years.  Continuity  of  the  tax  consequences 
•of  business  activities  are  a  prerequisite  of 
sound  planning  for  the  future. 

Therefore,  the  investment  tax  credit  should 
be  made  permanent  and  doubled. 

i 

( 6 )  Export-import  bank 

Organized  to  aid  exports  and  imports  between 
the  U.S.A.  and  foreign  countries,  this  govern¬ 
ment  agency  now  extends  credits  to  foreign 
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buyers  at  terms  Substantially  more  favorable  than 
are  available  to  any  domestic  borrower.  Thus  it 
has  become  a  drain  on  capital  and  subsidizes 
foreign  demand  for  goods  and  services.  Foreign 
buyers  recently  obtained  7%  loans  from  the  Export- 
Import  Bank,  while  the  prime  rate  for  U.S. 
borrowers  hovered  around  12%.  It  should  be 
liquidated  and  foreign  borrowers  should  seek  their 
financing  from  regular  financial  sources  at  market 

terms . 

(7 )  Government  budgets 

Any  government  program  on  any  level  estab¬ 
lished  in  recent  times  instantly  became  a  sacred 
and  untouchable  institution.  Its  abandonment 
and  abolition  would  destroy  the  Republic.  At 
least  so  it  seems.  Politicians  run  for  office 
on  platforms  of  governmental  economy.  As  soon 
as  they  are  elected  they  join  the  spending  band¬ 
wagon  under  Harry  Hopkins'  credo:  "We  will 

spend  and  spend;  we  will  tax  and  tax;  we  will 


elect  and  elect." 

There  are  no  sacred  and  untouchable  govern¬ 
ment  programs,  except  for  the  public  debt  payments. 
All  other  programs  on'  all  levels  of  government  can 
be  safely  reviewed.  An  honest  review  will  dis¬ 
cover  enough  waste  and  inefficiency  in  every  one 
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of  them  so  that  government  budgets  can  be  brought 
at  least  into  balance  or  better  still  will  show 
surplusses . 

(8)  The  environmental  problem 

During  the  Vietnam  War  inflation  was 
correctly  blamed  on  the  government's  endeavor 
to  have  both  "guns  and  butter".  Similar 
blame  must  be  placed  on  the  crash  effort  to 
improve  the  environment. 

Until  the  profit  base  of  business  is 
large  enough  to  generate  capital  for  both 
the  expansion  of  goods  and  services  and  for 
the  establishment  of  semi-pristine  conditions, 
our  choice  will  be  between  "butter  and  a 
semi-pristine  environment  now" . 

This  does  not  mean  that  the  environment 
should  be  neglected.  The  environmental 
improvements  should  be  continued  on  a  reason¬ 
able  basis,  within  sound  engineering  and 
economic  capabilities  and  without  hysteria. 

This  will  mean  a  stretch  out  of  the  time 
required  to  reach  certain  goals,  revisions 
of  some  standards  and  norms,  and  a  change 
of  thinking,  especially  among  government 
officials  which  recognizes  that  the  material 
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wellbeing  of  people  must  have  precedence 
over  the  roseat  spoonbill's. 

( 9 )  Consumerism 

Business'  social  function  is  to  satisfy 
the  demands  of  its  customers  for  goods  and 
services  of  the  best  quality  and  at  the  low¬ 
est  cost.  In  a  free  competitive  market  only 
those  businesses  succeed  which  satisfy  their 
customers.  Businesses  which  do  not  do  this, 
which  provide  shoddy  products  or  services  or 
overcharge  their  customers  can  not  and  do  not 
remain  in  business. 

Consumerism  did  not  improve  the  quality 
or  lower  the  price  of  goods  and  services.  It 
provided  more  income  for  lawyers,  increased 
the  judicial  log  jam,  created  more  government 
jobs  and  by  raising  the  cost  of  business, 
increased  prices. 

The  only  government  protection  the  public 
needs  is  a  rigorous  enforcement  of  the  existing 
anti-trust  and  fraud  laws.  This  and  the  com¬ 
petition  of  a  free  market  have  given  us  the 
highest  standard  of  living  in  the  world.  They 
can  continue  to  do  this  in  the  future. 

Therefore,  the  proposal  to  create  a  I ed 
eral  Consumer  Protection  Agency,  which  is 
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supposed  to  protect  consumers  before  some  50- 
odd  other  Federal  agencies  which  were  originally 
set  up  "to  protect  consumers",  should  not  be 
enacted . 

(10)  Government  interference  in  the  market's 
price  mechanism 

While  inflation  increased,  the  rise  in 
prices  was  never  uniform.  Some  rose  faster 
than  others,  some  only  rose  as  a  consquence 
of  other  products'  or  services'  price  increases, 
and  some  declined  because  of  competitive  and 
supply  pressures  inspite  of  inflation. 

When  supplies  of  goods  and  services  will 
start  growing  faster  than  demand,  inflation 
will  abate  and  prices  generally  will  start 
declining.  These  price  declines  will  also  not 
be  uniform.  Some  will  fall  faster  than  others, 
and  some  will  fall  only  as  a  consequence  of 
other  price  declines. 

When  this  will  happen  some  suppliers, 
especially  those  with  powerful  lobbies,  will 
ask  the  government's  interference  to  protect 
them  for  the  sake  of  the  "public  interest" . 
vew  phrases  in  modern. times  have  been  more 
misused  than  "public  interest" .  To  cattle 
breeders  the  "public  interest"  demands  low7 
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feed  prices  and  high  meat  prices.  The  corn 
grower's  "public  interest"  demands  the  exact 
opposite.  The  same  examples  of  special 
interest  lobbies  using  such  rhetoric  success¬ 
fully  with  government  have  time  and  again 

distorted  the  economic  balance. 

In  reality  the  "public  interest"  demands 
that  prices  be  left  to  decline  without  govern¬ 
ment  interference.  One  decline  will  trigger 
others  as  supplies  will  increase,  and  in  due 
course,  the  economy  will  find  its  new  equilibrium. 

(11)  Labor  agreements 

Industry  or  nationwide  labor  agreements 
which  hamper  progress  and  efficiency  and  try 
to  perpetuate  jobs  for  which  there  no  longer 
is  a  need,  are  monopolistic  by  their  very 


nature  and  highly  inflationary. 


The  economy  changes  constantly  because 
•people  and  their  tastes  and  desires  change. 

New  products  create  new  life  styles.  New 
businesses  spring  up,  some  existing  businesses 
grow,  while  others  stagnate  or  disappear.  As 
a  result,  the  demand  for  labor  changes.  Because 


of  rapid  technological  advance,  the  number  of 
persons  who  will  be  in  the  same  occupation  dur- 
ina  their  entire  life  will  rapidly  diminish. 
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This  may  be  bad  news  for  the  leadership  of  some 
unions  v/hose  membership  may  be  diminishing. 

It  is  good  news  for  the  individual  workers. 

Ever  since  ancient  man  discovered  the 
club  and  with  it  eventually  formed  the  first 
wheel,  humanity  has  benefited  from  technolog¬ 
ical  progress. 

The  benefits  of  this  progress  manifest 
themselves  in  the  millions  of  well-paying 
jobs  created  by  new  industries  such  as  TV, 
computers,  petro  chemicals,  and  jet  planes. 

Labor  agreements  which  perpetuate  feather 
bedding  or  hamper  technical  progress  and  more 
efficient  production  or  procedures  should  be  made 
illegal . 

(12 )  Foreign  trade 

Import  duties  and  even  more  import 
quotas  have  severely  restricted  the  supply  of 
many  goods  and  services.  Invoking  the  much 
misused  phrase,  the  "public  interest",  special 
interests  have  been  protected  from  foreign 
competition  by  these  duties  and  quotas. 

In  reality  the  public  will  be  better  off 
if  some  of  its  demand  for  goods  and  services 
will  be  met  by  more  efficient  suppliers  from 
abroad.  This  additional  competition  ar.d 
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source  of  supplies  will  force  U.S.  suppliers 
to  improve  their  efficiency,  and  the  quality 
and  prices  of  their  goods  and  services.  Even 
if  some  U.S.  suppliers  should  be  unable  to  do 
this  and  would  go  out  of  business,  the  public 
at  large  will  be  better  off  as  it  will  have 
better  goods  and  services  at  lower  cost.  The 
imports  from  abroad,  in  turn,  will  give  for¬ 
eigners  the  U.S.  currency  to  buy  U.S.  goods 
and  services  from  other,  more  competent  U.S. 

suppliers . 

(13)  Welfare  reform 

The  shortage  in  the  supply  of  labor, 
especially  skilled  labor,  is  as  much  a  cause 
of  inflation  as  the  scarcity  of  goods  or 
capital.  To  overcome  inflation,  the  supply 
of  labor  has  to  be  increased.  This  should 
be  accomplished  not  by  stimulating  unemploy¬ 
ment  through  a  high  interest-restrictive 
money  policy  induced  recession,  but  by 
returning  millions  of  welfare  recipients  into 

the  labor  force. 

Nothing  is  more  demeaning  for  individuals 
than  to  be  on  the  dole.  It  has  been  and  is  a 
tragic  phenomenon  that  during  times  of  virtue 
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full  employment  hnd  labor  shortages,  the 
number  of  welfare  recipients  constantly 
was  rising.  This  was  the  combined  result 
of  minimum  wage  laws,  rules  which  self- 
perpetuated  welfare  recipients,  put  a 
premium  on  the  disappearance  of  fathers 
from  welfare  families,  and  by  having  no 
time  limits  on  welfare  payments,  removed 
the  most  important  incentive  for  welfare 
recipients  to  look  for  ways  and  means  of 
supporting  themselves. 

I'Ne  removal  of  residency  restrictions 
for  welfare  recipients  made  it  attractive 
for  the  least  skilled  and  qualified  to 
move  to  areas  where  they  had  the  least 
chance  for  employment  but  could  obtain  the 
most  generous  welfare  payments. 

The  long  overdue  restructuring  of  wel¬ 
fare  should  provide  for: 

(a)  Incentives  and  opportunities 

to  acquire  skills 

(b)  National  equalization  of  pay¬ 
ments,  based  on  the  local  cost  of 
living,  which  will  remove  the  incen¬ 
tive  to  move  to  areas  where  there 
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are  no  opportunities  for  employment 
but  higher  payments. 

(c)  Incentives  for  fathers  to  stay 
with  their  families. 

(d)  Care  centers  for  children  whose 
mothers  want  to  work. 

(e)  Welfare  payment  time  limits  for 
able-bodied  welfare  recipients. 

(f)  Repeal  of  the  minimum  wage  law  which 
increases  unemployment  and  eliminates 
employment  opportunities  for  the 
unskilled  and  keeps  them  on  welfare. 

(14)  Taxation 

In  a  healthy  economy  the  largest 
number  of  individuals  through  their  own 
free  choice  can  satisfy  to  the  highest 
degree  their  demands  for  goods  and  ser¬ 
vices;  therefore,  there  is  no  "good"  tax, 
the  same  as  there  is  no  "good"  larceny. 

Any  tax  or  any  larceny  takes  away  from 
individuals  money  which  they  then  can 

i 

not  use  for  their  own  good  purposes. 

Taxes  either  reduce  the  amount  of 
capital  for  the  formation  of  new  sources 
of  supply  of  goods  and  services  or  i 
they  are  excise  or  sales  taxes,  direcuiy 
increase  the  costs  of  goods  and  services. 
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In  particular,  an  increase  in  the  excise 
tax  on  gasoline  is  immediately  reflected 
not  only  in  the  cost  of  this  product,  but 
generates  increased  prices  of  virtually 
all  goods  and  services,  as  gasoline  costs 
affect  the  transportation  costs  of  the 
entire  economy. 

The  notion  that  inflation  should  be 
stopped  by  reducing  demand  through  higher 
taxes  comes  from  the  same  school  of  thought 
that  a  recession  or  depression  is  needed  to 
curb  inflation.  This  notion  should  not 
receive  further  consideration.  The  failure 
of  the  Johnson  10%  income  tax  surtax  is 
conclusive  proof  of  its  fallacy. 

The  answers  to  the  balancing  of  govern¬ 
ment  budgets  should  come  from  lower  expendi¬ 
tures,  government  reorganization  and  less 
government  on  all  levels,  and  not  from  higher 
taxes . 

(15)  Water  management 

During  the  last  few  years,  the  United 
States  virtually  stopped  the  management  of 
its  water  resources.  As  a  result  the  develop¬ 
ment  of  hydro-electric  energy  has  ceased, 
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flood  control  and  irrigation  projects  have 
been  virtually  abandoned,  potable  water  sup¬ 
plies  in  some  areas  have  been  curtailed,  and 
the  development  of  recreation  facilities  has 
been  hampered .  Virtually  every  spring  large 
areas  of  this  country  are  being  subjected  to 
devastating  floods  which  destroy  property  and 
damage  future  crops.  Once  the  floods  have 
passed,  the  same  areas  again  frequently  are 
damaged  by  drought  in  the  same  year. 

Discussions  of  "Project  Independence" 
hardly  mention  expansion  of  this  country's 
hydro-electric  capacity.  It  is  the  only 
presently  known  clean  source  of  energy 
generated  by  a  constantly  renewable  resource, 
water.  Eut  hydro-electricity  is  being 
sloughed  off  with  the  statement  that  its 
potential  in  the  U.S.A.  is  "exhausted".  A 
strange  alliance  of  oil  importers,  public 
utility  companies  and  environmentalists 
created  this  situation. 

Hydro-electric  power  must  not  be  synon¬ 
ymous  with  public  power.  Hydro-electric 
plants  can  be  built  by  public  utility  com¬ 
panies,  probably  better  and  cheaper  than  by 
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government .  As  an  alternate  way  of  hydro¬ 
electric  development,  the  dams  could  be 
built  by  government  and  the  water  energy 
sold  to  the  public  utility  companies  by  the 
government.  The  public  utility  companies 
then  would  generate  the  power  and  supply 
their  customers. 

Besides  thus  contributing  to  the 
increased  supply  of  domestic,  clean  energy 
which  does  not  deplete  non-renewable  re¬ 
sources,  tremendous  "fringe"  benefits  would 
be  obtained. 

(a)  Additional  flood  control  saving 
annually  enormous  property  and  crop 
damages . 

(b)  Irrigation  for  millions  of  acres  of  addi¬ 
tional  land,  now  arid  or  subject  to 

the  damaging  vagaries  of  possible 
drought  periods,  thereby  increasing 
food  supplies  and  making  them  more 
predictable . 

(c)  Preservation  of  threatened 
sources  of  potable  water  supply. 

(d)  Additional  recreation  facilities 
for  a  growing  population  seeking  the 
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outdoors,  not  only  along  the  water 
storage  reservoirs,  but  also  in  the 
vast  land  areas  which  this  stored  water 
will  keep  green. 

Water  management,  including  hydro-electric 
development,  should  receive  a  high  priority  m 
the  restoration  of  our  economy. 

(16 )  The  Public  Service  Program 

The  economic  "fine-tuners"  of  the  Federal 
Reserve  who  are  trying  to  "wring  out  inflation 
by  curbing  the  expansion  of  the  supply  of  goods 
and  services  through  their  restrictive  monetary- 
high  interest  policy  recently  started  to  concede 
that  their  "master  plan"  may  create  a  recession 
which  could  lead  to  a  depression. 

Never  hard  up  for  another  interventionist 
economic  proposal  and  not  yet  dismayed  by  the 
•  experience  that  every  new  intervention  designed 
to  correct  the  damage  done  by  the  preceding 
intervention  only  has  made  the  previous  damage 
worse,  here  is  the  "fine-tuners"'  latest  pipe- 

t 

dream: 

Start  a  public  works  program  to  employ  the 
people  who  will  lose  their  jobs  producing  and 
supplying  goods  and  services  because  of  the 
restrictive  monetary-high  interest  policy. 
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A  prime  reason  for  inflation  is  excessive 
spending  and  unproductive  employment  in  the  pub¬ 
lic  sector,  on  the  federal,  state  and  local  level. 
Starting  a  massive  public  service  program  to 
compensate  even  in  part  for  the  terrible  damage 
being  done  to  employment  in  the  private  sector 
through  the  restrictive  monetary-high  interest 
policy  will  obviously  v/ipe  out  any  budget  cut 
which  the  federal  government  now  is  considering 
and  will  kill  the  anti-inflation  benefits  of  the 
budget  cut. 

Because  of  the  reduced  tax  revenues  due  to 
this  loss  of  employment ,  the  budget  deficit  will 
be  increased.  Fewer  people  working  in  the 
private  sector  will  cut  the  production  and 
supply  of  goods  and  services.  This  plus  more 
people  in  the  already  heavily  overstaffed, 
underproductive  public  sector  will  mean  even 
more  inflationary  pressure. 

The  totality  of  the  absurdity  and  futility 
of  this  glorified  WPA  proposal  must  be  clear  to 
everyone  still  capable  of  logical  thinking. 

(17)  Reduce  and  modernize  government 

The  governments'  budget  problems  have 
become  too  big  to  be  solved  by  cutting  waste 
and  inefficiency  out  of  the  present  structure. 
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Neither  can  it  be  solved  by  reducing  the 
appropriation  for  one  government  activity  only 
to  switch  the  same  or  an  even  larger  amount  to 
another  government  activity.  Federal,  state 
and  local  governments  today  absoro  too 
much  of  the  GNP,  employ  too  much  of  the 
national  work  force  and  continue  to  grow. 

The  main  reason  is  our  federal  system  under 
which  many  government  functions  are  duplicated, 
triplicated  or  even  quadruplicated  on  the 
federal,  state,  county,  city  and  even 
district  level. 

In  the  past  when  it  took  days  to 
travel  to  a  state  capital  and  weeks  to  go 
to  Washington,  local  government  was  needed. 
Today's  modern  communications  facilities 
provide  virtually  instant  contact  from  any 
point  to  any  other  point  in  the  U.S.A. 

In  the  past  persons  born  in  a  state 
usually  lived  their  entire  lives  in  that 
state.-  Now  20%  of  the  population  move  each 
year.  As  a  result  the  Hearts  of  few  persons 
swell  with  pride  when  they  see  their  state 
or  local  government  officials  in  person  or 


on  TV. 
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The  argument  is  being  advanced  in  favor 
of  local  government,  that  citizens  have  more 
influence  or  control  over  it.  The  rate  of 
voter  participation  in  elections  indicates 
that  the  citizens  apparently  have  less 
interest  to  exercise  their  control  over  local 
government  than  over  the  federal  government. 
Voter  turnout  is  the  highest  in  a  presidential 
election  and  usually  declines  m  proportion 

the  more  local  the  election  becomes.  Most 
voters  do  not  even  know  who  their  local  repre¬ 
sentatives  are  or  what  they  have  done  or 
promise  to  do. 

With  90%  of  our  intercity  passenger 
traffic,  much  of  it  interstate,  being  done 
by  automobile,  what  justification  is  there 
for  fifty  different  standards  for  drivers' 
licenses,  drivers'  financial  responsibility 
or  car  safety  or  anti-pollution  equipment? 

Why  should  there  be  23,390  school  dis¬ 
tricts  in  the  U.S.A.,  all  with  their  own 
bureaucracies,  taxing  powers  and  different 
educational  standards?  Chances  are  that 
pupils  graduating  from  one  school  district 
in  all  probability  will  spend  much  of  their 
adult  lives  working  and  applying  what  they 
had  learned  in  other  parts  of  the  country. 


627 

Why  should  there  be  different  building 
codes  in  different  parts  of  the  country?  Should 
houses  in  Maine  be  less  well  built  than  m 
California? 

Why  should  there  be  different  legal 
standards  in  different  parts  of  the  country? 

Are  murder  ol  fraud  different  crimes  in 
Florida  than  in  Alaska? 

The  time  has  ~ome  to  eliminate  the  overlap 
of  federal,  state  and  local  governments  and 
to  modernize,  simplify  and  reduce  in  size 
the  entire  governmental  structure.  State 
government  has  lost  its  usefulness.  Pro¬ 
gress  has  made  it  oosolete,  and  it  can  be 
eliminated  - 

Two  levels  of  government  will  suffice. 

. a  central  administration  for  national  matters 
(foreign  relations,  defense,  education,  law 
enforcement  and  the  judiciary,  highways,  etc.) 
and  local  administrations  for  local  matters 
(traffic  control,  garbage  and  sewage  disposal, 
street  cleaning  and  lighting,  zoning,  etc.). 
The  savings  in  cost  of  government  and  the 
improvement  of  government  efficiency  will  be 


enormous . 
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This  will  make  it  possible  to  reduce  taxes 
and  balance  budgets  without  the  loss  of  any 
government  service  which  really  satisfies  the 
needs  of  the  people.  It  even  should  be  pos¬ 
sible  to  improve  government  services  at  a 
reduced  cost,  something  that  did  not  occur  in 
recent  years  at  constantly  rising  costs. 

It  will  make  it  possible  to  reduce  vir¬ 
tually  all  taxes. 

The  resulting  increase  in  disposable 
income  of  individuals  and  corporations  will 
enable  the  former  to  satisfy  more  of  their 
demands  for  goods  and  services  or  to  save  more, 
thereby  creating  new  investment  capital. 

It  will  enable  the  latter  to  generate  more 
retained  earnings  for  new  plants  or  facil¬ 
ities,  and  in  addition  reduce  prices  due 
to  the  cost  reductions  generated  by  the 
tax  savings. 
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A Am A  POSITION  PAPER  AT  INDUSTRY/BUSINESS 

S  umm  IT  CONFERENCE  ON  INFLATION 


So  many  economic  ideas  which  are  basic  and  fundamental 
have  and,  I’m  sure  will  be  presented  today  that  I  will  primarily 
confine  my  remarks  to  what  the  American  Apparel  Manufacturers 
Association  feels  is  its  recommendation  to  the  President  on  a  subject 
which  we  feel  we  know  --  the  apparel  business. 


The  domestic  apparel  manufacturing  industry  is  one  of 
the  most  competitive  labor  intense  segments  of  our  economy.  We  have 
over  22,000  manufacturing  units  employing  over  1,300,000  people.  This 
amounts  to  one  out  of  every  14  manufacturing  jobs  in  the  United  States. 
One-fifth  of  all  women  engaged  in  manufacturing  activity,  are  employed 
by  our  industry.  In  numerous  smaller  communities,  the  apparel 
manufacturer  is  the  major  or  only  employer. 

Our  products  constitute  one  of  the  necessities  that  are 
sold  directly  to  the  American  consumer.  Therefore,  we  feel  that  the 
United  States  apparel  industry  is  a  leading  indicator  of  the  American 
economy.  Americans  spend  approximately  18%  of  their  non-durable 
dollars  on  clothing  and  accessories.  What  happens  to  the  apparel 
market  now,  because  of  its  closeness  to  the  ultimate  consumer,  is  a 
strong  indicator  of  what  will  happen  in  the  balance  of  our  economy 
during  the  next  several  months.  The  consumer  is  now  telling  us  that 
she  is  buying  fewer  items  of  clothing  on  a  more  selective  basis. 

Higher  apparel  pricing  caused  by  the  cost  push  has 
resulted  in  the  sale  of  fewer  units  at  higher  prices.  Two  major 
ingredients  of  the  cost  push  were  (l).  run-away  increases  of  world  wide 
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raw  material  prices  (our  synthetic  fabrics  are  petro  chemical 
derivatives,  and,  of  course,  you  are  all  aware  of  what  happened  to 
cotton  and  wool  prices  last  year)  and,  (2).  the  record  high  cost  of 
money.  It  is  our  opinion  that  raw  material  costs  have  now  generally 
leveled  off  (after  a  jump  of  25?o  overall)  and  in  some  cases  are  coming 
down  because  of  the  now  abundant  supply  and  a  softening  in  demand. 

However,  with  the  continuing  cost  of  record  high  interest  rates,  and 
particularly  with  many  medium  and  smaller  manufacturers  facing  an 
insufficient  supply  of  money,  this  industry  is  being  placed  in  a 
precarious  financial  position.  While  there  is  no  need  to  increase 
capacity  in  our  industry  in  the  present  economy,  there  is  a  very  real 
need  to  not  only  continue  to  finance  our  operations,  but  also  to  continue 
the  capital  expenditures  necessary  to  keep  us  competitive  in  the  world 
markets.  Unless  we  can  obtain  operating  and  capital  improvement 
dollars  at  less  cost,  the  failure  of  many  apparel  firms  will  create 
an  artificial  shortage  of  apparel  supply  analogous  to  the  current 
shortage  of  housing.  If  the  government  continues  to  take  steps  to 
further  deflate  consumer  demands,  the  result  will  be  self-defeating  by 
bringing  about  high  unemployment  and,  thus,  snowball  into  a  further 
reduction  in  consumer  demand.  Last  week,  I  chaired  a  meeting  at  which  the 
majority  of  the  large  producers  in  our  industry  were  in  attendance. 

Almost  without  exception,  these  manufacturers  were  tightening  their 
belts  --  cutting  inventories,  eliminating  inefficient  or  marginal  units, 
and,  yes,  reducing  work  weeks  or  laying  off  production  workers. 

Our  recommendation  to  help  cure  these  ills  is  for  the 
government  to  immediately  take  steps  to  reduce  the  cost  and  to 
increase  the  supply  of  money  significantly.  Hand  in  hand  with  this, 
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the  government  should  also  have  incentives  of  increased  tax  credits 
to  draw  equity  money  into  our  industry  and  should  reduce  or  eliminate 
taxes  on  dividend  payments  so  that  stockholders  will  stay  and/or 
come  into  the  equity  market  which  has  been  the  financial  backbone  of 
the  economy.  We  would  further  suggest  that  some  technique  should  be 
devised  to  spread  bank  portfolios  to  more  than  the  present  limited 
number  of  major  company  holdings.  Investment  capital  must  be  attracted 
again  to  the  equity  market. 

Controls,  regulations  and  requirements  placed  on  American 
business  have  become  excessive,  and  have  resulted  in  both  greatly 
increased  domestic  product  prices  and  in  making  it  extremely  difficult 
for  us  to  compete  in  the  world  market.  One  figure  which  our  industry’s 
prime  suppliers,  the  textile  mills,  are  quoting  is  that  over  50/  of 
their  capital  expenditures  are  being  used  to  conform  with  Environmental 
regulations.  Much  of  our  capital  is  being  used  to  comply  with  OSHA, 
While  many  constraints  may  be  commendable,  the  dollars  used  to  comply 
with  these  regulations  are  not  making  us  more  efficient,  not  helping 
us  hold  our  prices  down  and  not  making  us  more  competitive  in  the 

world  market. 

Protection  requirements  of  all  kinds  must  be  reasonable 
and  imposed  on  a  measured  long  range  basis  consistent  with  need  and 
with  what  the  economy  can  afford.  Rather  than  requiring  uneconomic 
constraints  on  productivity,  the  Government  should  encourage  Research 
&  Development  to  obtain  higher  productivity,  greater  efficiency  and 
cost  reductions,  through  tax  incentives  and  credits. 
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The  long  range  application  of  funds  generated  by  the 
preceding  recommendations  will  produce  better  apparel  for  lower 
prices.  In  the  absence  of  some  such  actions,  I'm  afraid  the  nation, 
in  the  months  ahead,  will  experience  a  serious  shortage  of  reasonably 

priced  clothing. 

As  I  mentioned  earlier,  the  apparel  industry  is  a  very 
competitive  industry  with  fl’.OOO  manufacturing  units  in  the  United 
States.  However,  in  recent  years,  we  have  been  losing  units  at  the 
rate  of  approximately  1000  per  year.  Therefore,  I  feel  compelled 
to  comment  on  this  subject.  I  feel,  and  I  think  I  can  speak  without 
reservation  for  the  vast  majority  of  our  membership  in  saying,  that 
government  regulations,  standards,  reports  and  red  tape  are  making 
it  impossible  for  the  small  to  medium  size  manufacturer  to  exist. 
Government  effort  seems  to  be  directed  toward  decreasing  competition 
and  increasing  concentration!  This  is  an  unhealthy  attitude.  Ton  t 
it  time  to  change  that  attitude,  and  instead  to  start  eliminating 
some  of  the  sticks  that  have  been  thrown  in  our  road.  The  economic 
health  of  our  country  will  improve  when  government  starts  to  work 
with  the  small  to  medium  size  manufacturers.  They  can  bring  healthy 
competition  back  into  the  free  enterprise  system. 

In  addition  to  my  previous  comments  which  have  been  more 
directed  at  our  particular  industry  problems,  I  would  like  to  briefly 
comment  on  two  items  of  a  more  general  nature. 

First,  we  strongly  endorse  the  overwhelming  concensus 
against  government  controls  on  prices  or  wages.  Except  in  very 
extreme  situations,  the  free  market  concept  must  be  permitted  to  operate 
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without  interference.  And  secondly,  we  feel  that  the  Federal  budget 
in  Fiscal  *75  should  be  balanced  and  maintained  below  the  $300  billion 
level.  Fiscal  ’76  and  long  range  planning  should  seek  surpluses  to 
begin  a  program  of  Federal  debt  reduction.  major  surgery  on  the 
Federal  budget  to  eliminate  waste  and  duplication  and  to  realistically 
establish  priorities  on  the  basis  of  what  the  country  can  afford,  not 
just  what  is  politically  expedient,  must  dominate  our  fiscal  actions. 

Thank  you . 
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HUGH  GWYN  CHATHAM  II 
CHAIRMAN  OF  THE  BOARD 


CHATHAM  MANUFACTURING  COMPANY 

ELKIN.  NORTH  CAROLINA  28621 
TELEPHONE  — I  ARE  A  9191-835-221  1 


13  September  1974 


Statement  by  Hugh  Chatham  -  Pittsburgh  -  l6  September  1974 


Mr.  Secretary  and  Fellow  Participants: 

I  am  pleased  to  be  with  you  today,  and  in  the  words  of  Tiny  Tim,  ^God 
bless  us  everyone!".  We  shall  need  that  blessing  m  this  endeavor. 

Because  I  wish  to  associate  myself  with  the  more  detailed  remarks  of 
my  friend  Morton  Darman,  I  shall  keep  my  personal  sta.emen,  bne^  and 

general. 

Concerning  the  present  state  of  affairs,  shortages,  both  real  and  arti¬ 
ficial,  are  the  major  culprit.  A  policy  by  the  Government  ox  attacking 
the  artificial  shortages,  such  as  Mideast  oil  pricing,  may  accomplisn 
something,  but  inflation  will  best  be  i ought  by  a  hands  ofx  autitud^ 
the  Dart  of  the  Government  and  by  allowing  our  competitive  system  to  bear 
the  brunt  of  the  fight,  rather  than  trying  to  achieve  quicK  results  oy 
Government  meddling  and  larger  Government  expenditures. 

I  am  a  great  believer  in  a  free  economy,  but  this  means  freedom  at  all 
levels:  Freedom  for  farmers  to  plant  what  they  wish,  freeaom  lor^  . 
manufacturers  to  select  the  markets  that  offer  the  best  opportunities, 
freedom  from  featherbedding,  and  freedom  for  workers  to  have  the  rig 
to  work  where  and  when  they  see  fit  without  the  artificial  constraints 
of  union  rules  and  a  closed  shop. 

Me  need  a  massive  reduction  in  Government  spending  to  provide  a  more  than 
balanced  budget  and  to  provide  substantial  tax  cuts  for  bo„h  xndividualc 

and  businesses. 


x-ror,  lower 


Such  a  program  will  reduce  prices,  increase  purchasing  pov  ^  _ 

interest  rates,  and  provide  investment  money  for  the  oools  ox  prouucoio, 
that  make  possible  a  continuously  increasing  standard 

I  can  sum  up  my  beliefs  in  two  words:  Adam  Smxth. 
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13  September  197^ 


Statement  by  Hugh  Chatham  - 


Pittsburgh  -  16  September  197^ 


Secretary  and  Fellow  Participants: 

I  am  pleased  to  be  with  you  today,  and  in  the  words  of  Tiny  Tim, ’’God 
bless""  us  everyone:”.  We  shall  need  that  blessing  in  Phis  endea/or. 

Because  I  wish  to  associate  myself  with  the  more  detailed  remarks  of 
my  friend  Morten  Danaan,  I  shall  keep  ny  personal  statement  brief  end 

general. 

Concerning  the  present  state  of  affairs,  shortages,  both  real  and ^arti¬ 
ficial,  are  the' major  culprit.  A  policy  by  the  Government  of  ^<7^ 

the  artificial  shortages,  such  as  Mideast  a^^i"ude  cn 

something,  but  inflation  will  best  be  fought  by  a  nands  off  a^i.ude  on 
the  nart  of  the  Government  and  by  allowing  cur  competitive  sya-en  0 
^  j££t' of  So  «#*,  rather  then  trying  to  achieve  qolok  results  by 
Government  meddling  and  larger  Government  expenditures. 

I  am  a  great  believer  in  a  free  ec enemy,  but  this  all 

level 3  *  Freedom  for  farmers  to  plant  what  they  wish,  freedom  for 
manufacturers  to  select  the  markets  that  offer  the  best  opportunities 
freedom  fron  featherbedding,  and  freedom  for  workers  to  have  zba  righ 
tTvork  Tdiere  and  when  they  see  fit  without  the  artificial  constraints 
of  union  rules  and  a  closed  shop. 

r.  mo-siva  reduction  in  Government  spending  to  provide  a  mere  than 

h^ced  b^  Lrtblrovlda  substantial  t«  cuts  for  both  Individuals 

and  businesses. 

q»rh  p  nrcc^an  will  reduce  prices,  increase  purchasing  power,  lerver 
interest  rites,  and  orovido  inv-stoent  none-/  for  the  tools  of  prod-uctlcn 
that  make  possible  a  continuously  increasing  standard  of  li  -  «- 


I  can  sum  up  nr/  beliefs  in  two  words :  Adam  Smith! 
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4 


non . 

Secretary  C' 


"r.  Dent 


o' 


a 

’ft. 


■II 


business  in  Trey,  yichig<*n  and 


are  presently  developing  a  A  mil"1  ion 
'rev  1 * 


I  am  an  own- 

in  attendance  today.  "?e  ...  -  -  3,  .  ^ 

dollar  construction  project  in  Tr^y  "rev  j  -Jag  m  . -rect  e  . - 
ploy  went  for  sev§ral  hundred  people,  he  at*e  a  seai .  cc.p-ny 
-with  many  demands  upon  us  including  too  tnany  for  my  secretary 
to  type  this  letter  so  I'm  doing  it  myself  this  evening  at  eons . 


'TTrqTt  T  . 

* AJ  LOi  -  *  • 


■  .rhy 


was  this  meeting  so  little  j 
took  me  four  days  to  develop 
neither  Congress uan  Huber  '  ~ 
Chanter  of  Commence 
conducted . 


the 

■  ■*  r  * 


ublicized?  It 
time  an'5  place 


i  c  e  n  c  r 


tv-, 


1  yn 


oy 


was  even  aware  it  was  "being 


I'm  ve~y  tired  cf  ’  earing  the  same  representatives  cf  big 
government,  big  business  and  big  labor  give  speeches  about  in¬ 
flation  wherein  they  say  absolutely  nothing.  acznowleage  « 

*  t  is  an  enotrmcusly  difficult  problem  to  solve  but  if  tney  a-.e 
no  solutions  other  than  self-serving  ones (price  increases,  wage 
increases,  expenditure  increases;  why  don't  they  remain  quiet? 

I  submit  the  following  fundamental,  specific  and  unpopular 
but  effective  recommendations  to  reduce  inflation  almost  immedi¬ 
ately.  Cur  problem  is  not  combatting  inil3.tj.cn  ios  refusing  ~c 
sacrifice  in  order  to  accomplish  it. 


1. 

2. 


6, 


deduce  Department  of  Defense  expenditures  by  1^  cixxic... 
Reduce  HER  expenditures  by  1C  billion. 

Reduce  all  other  governmental  expenditures  10«  incldding 
salarie s . 

Implement  "zero’’  budgeting  procedures  and  require  justifica¬ 
tion  for  each  line  item. 

Revise  the  ’’unemployment "  statistic  by  eliminating  tae  physi¬ 
cally  impaired,  students,  part-time  workers,  female  heads  cf 
household  with  pre-school  children  ana  Ou-rer  non-employ eu 
groups  with  virtually  no  capability  for  full-time  worn  no 
matter  how  conscientious.  Report  employment  a:.:’  unemployment 
t-\’  number  not-  "by  -crcentci^e «  utilize  i  billion  frcui  defense 
and  1  billion  from  HE?  cuts  above  to  provide  public  service 
employment  and  direct  subsidies  to  those  eliminated  from 
the  "unemployed"  cate  g o r y . 


Impose  a  1C#  luxury  tax  or  all  non-food  and  prescription 
arur  v-»th  f l CO  credit  against  family  or  individual 


em< 


with  *1C0  credit 


_  _  3  _  . 

c?.  cJ,  1  i.  J 


family  or  individual  tax. 
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10. 

11. 

12. 

13. 

14, 


All  price  Increases  Trust-  prove  later  cost  Increase  as 
prerequisite . 

All  wage  increases  must  prove  productivity  increases  as 
prerequisite— especially  in  governmental  employment 

Postpone  all  new  federal  programs  until  a  budget  surplus 
occurs  for  three  consecutive  months. 

act  ions . 

American  development  and  exploration. 

asr&s  s  bbss.'SK 

month  for  three  consecutive  mon..ns. 

•  si.ras.“^rs: 

t ions . 

ImDOae  8  moratorium  on  printing  money  lr.  excess  of  aireot 
replacemnt  requirement  for  existing  currency  wnloh  mxl 
be  removed  from  circulation. 

Respectfully  suoj^ltted  ,  / 

4  .  . ./  ■ 

Cclenbacb 

_ _  srtner 

The  Tru  tamer  Company 
2091  ’est  Rig  Reaver  Road 
Troy,  richigan 
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Chemical 


JOHN  T.  CONNOR 

Chairman  of  the  Board 


ANTI- INFLATION  MEETING 
PITTSBURGH,  PENNSYLVANIA 
SEPTEMBER  l6,  1974 


P  O  Box  3000  R 
Morristown.  N  J  0/960 


SECRETARY  DENT: 

My  thanks  go  out  to  the  President  and  you  for  this  opportunity 
to  present  ray  personal  views  on  a  possible  anti- inflation  program. 
As  you  will  see,  my  views  differ  from  many  others  in  industry.  In 
fact,  they  differ  even  from  those  of  some  of  my  Allied  Chemical 
management  associates. 

First  of  all,  I  wish  to  compliment  the  President  for  calling 
these  meetings.  Too  often  in  the  past  the  business  community  has 
seen  government  intervention  into  business  activities  without  a.x\j 
ooportunity  for  prior  discussion.  It's  no  fun  being  in  on  crash 
landings  and  not  the  takeoffs.  Therefore,  we  welcome  this  oppor¬ 
tunity  to  have  a  constructive  dialogue  out  of  which  may  come,  if 
not  a  consensus,  then  some  helpful  ideas,  suggestions  and  concepts 
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for  consideration  by  the  President  and  the  Congress. 

The  background  of  the  current  economic  dilemma  has  been 
adequately  documented  by  others,  such  as  the  NhM.  and  I  will  not 
review  the  unwise  fiscal  and  monetary  decisions  in  the  last  ten 
years  that  have  had  such  serious  inflationary  consequences.  It 
does  seem  to  me  that  the  more  recent  tight  fiscal  controls  and  even 
tighter  money  policies  have  produced  the  anti-inflation  results 
desired  by  those  Federal  Government  officials  responsible  for  the 
programs.  But  I  question  whether  continuation  of  these  policies 
for  much  longer  is  advisable  or  even  possible.  These  controls 
have  already  produced  a  drastic  reduction  in  home  building  and  a 
slowing  down  of  construction  activities  in  public  utilities  and 
other  industries;  a  decline  in  consumer  spending,  particularly  for 
big  ticket  items  such  as  automobiles;  rising  unemployment  which 
probably  will  reach  a  dangerous  level  early  next  year;  a  rising 
number  of  bankruptcies,  particularly  in  small  businesses,  and  the 
chaos  that  now  prevails  in  our  free  market  for  equity  and  debt 
issues.  NOW  we  are  in  a  stage  where  the  high  cost  of  money  that 
must  be  paid  by  individuals  and  businesses  requiring  bank  loans 
has  itself  become  a  serious  inflationary  factor  when  reflected  in 
the  cost  of  goods  and  services.  Still,  the  wholesale  and  consume 
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indices  go  higher  and  higher.  Realizing  that  the  eco.-.t.  .ic  Prists 
still  insist  that  we  wait  for  the  boom  of  the  past  several  years  to 
turn  into  a  bust  before  any  change  in  policy  direction  is  taken,  T 
suggest  that  this  current  situation  does  not  represent  a  classic 
model  of  the  normal  swing  of  the  business  cycle.  It  is  much  more 
than  that  because  of  the  growing  world-wide  recession,  characterized 
by  growing  deficits  in  balances  of  payments  and  balances  of  trace 
for  many  nations.  The  rapidly  proliferating  immediate  crisis  is  a 
reflection  of  the  high  crude  oil  prices  the  energy  consuming  nations 
must  pay.  It  is  becoming  all  too  clear  that  the  impending  bust,  when 
it  comes,  will  be  world-wide  in  scope  and  beyond  the  competence  of 
free  market  forces  to  repair. 

Because  of  the  persistence  of  a  strong  belief  in  official 
quarters  of  the  continuing  need  for  tight  money  and  balanced  budget 
policies,  we  must  assume  that  these  policies  will  continue  and  thus 
the  recessionary  trends  will  worsen  for  at  least  the  next  three  to 
six  months.  Nevertheless,  I  want  to  state  my  conviction  that  the 
Federal  Reserve  Board  should  start  moderating  its  tight  money  policy 
immediately  to  stop  the  developing  liquidity  crisis.  The  Board 
should  not  go  to  the  extreme  easy  money  policy  it  followed  in  1972, 
but  should  loosen  up  just  enough  (say  -  8%  instead  of  6%  growth  in 


money  supply)  to  show  a  reversal  in  trend. 
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In  view  of  the  unprecedented  nature  of  this  economic  crisis.  X 
suggest  the  need  for  contingency  planning  starting  .right  now  to  oe 
ready  to  cushion  and  then  reverse  the  impacts  of  a  serious  recession. 
Specifically,  I  see  the  need  for  federally  supported  public  service 
and  public  works  activities  to  cope  with  the  rising  unemployment 
problem,  which  by  the  second  quarter  of  1975,  in  my  opinion,  will 
rise  above  7%  nationally,  and  to  much  higher  levels  in  some  of  our 
largest  urban  centers.  I  see  the  need  for  further  financial 
assistance  to  small  businesses  and  possibly  the  creation  of  a  new 
RFC  to  save  thousands  of  business  firms  from  bankruptcy.  I  see  the 
need  for  measures  designed  to  promote  the  flow  of  available  bank 
funds  where  they  will  be  needed  most  in  the  national  interest. 

Beyond  that,  I  see  no  need  for  additional  financial  incentives 
to  the  business  community,  even  to  overcome  the  many  shortages  of 
materials  and  supplied  that  now  exist  in  our  national  economy. 

But  we  emphatically  do  need  to  retain  the  present  programs  that 
help  us  expand  inadequate  production  levels  for  many  materials 
and  products  in  short  supply,  such  as  the  7-1/2%  investment  tax 
credit,  the  present  Asset  Depreciation  Range,  the  oil  and  mineral 
depletion  allowances  and  the  export  incentive  program  (DISC) .  All 
existing  uncertainties  about  their  continuance  should  be  resolved 
and  replaced  by  firm  commitments  by  the  Administration  and  the 
Congress  to  leave  them  in  place  for  at  least  two  years. 
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The  inflationary  uncertainty  about  the  possible  re imposition 
of  economic  controls  should  be  resolved  and  replaced  by  a  firm 
commitment  that  such  controls  will  not  be  reinstated.  The  increasing 
supply  of  many  goods,  plus  the  lowering  of  demand  as  the  recession 
progresses,  should  soon  put  an  effective  lid  on  further  price 
increases,  except  for  food  and  oil  and  natural  gas  where  shortages 

will  persist  for  some  time. 

The  net  effect  of  the  spending  programs  I'm  suggesting  would 
be  to  raise  federal  expenditures  somewhat  above  fiscal  1974-1975 
levels,  but  courageous  reductions  by  the  Administration  and  the 
Congress  in  other  federal  expenditure  programs  should  hold  the 
increase  to  about  5%  in  fiscal  year  1975-1976.  Of  course,  in  the 
kind  of  critical  economic  climate  I've  described,  we  must  expect 
a  fall-off  in  federal  corporate  and  personal  tax  receipts.  There 
fore,  I  consider  it  unwise  to  become  firmly  committed  to  a  balanced 

budget  at  this  time. 

I  would  like  to  emphasize  one  problem  of  overriding  importance 
that  must  have  early  attention.  In  the  last  year  we  have  experienced 
the  results  of  the  effective  emergence  of  an  energy  cartel  among 
the  third  world  oil  producing  countries  (OPEC)  which  has  restricted 
the  supply  of  crude  oil  and  raised  costs  of  all  forms  of  energy  to 
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unprecedented  levels  in  the  industrialized  nations.  O-her  raw 
material  supplying  nations  with  similar  leverage  are  endeavoring 
to  follow  the  OPEC  example. 

The  situation  is  now  at  the  crisis  point,  not  only  in  t.n:- 
United  States  but  throughout  the  world.  It  requires  rigorous, 
significant  and  concentrated  measures  to  correct.  The  alternative 
to  stern,  disciplined  and  cooperative  action  by  the  oil-consuming 
nations  now  is  world-wide  economic  catastrophe  of  unprecedented 
proportions . 

The  problem  is  world-wide,  encompassing  developed  and  under¬ 
developed  nations  alike,  because  of  the  interdependency  that  has 
developed  between  nations  as  both  sources  of  materials  and  markets 
for  goods.  Hence,  a  single  nation’s  efforts  to  resolve  the  problem 
will  not  be  effective. 

In  my  opinion  these  conditions  call  for  direct  Government- to— 
Government  negotiations.  No  one  private  U.  S.  petroleum  company 
can  handle  the  problem,  particularly  since  the  corporations  doing 
business  differ  from  country  to  country,  and  our  anti-trust  laws 
prohibit  the  petroleum  companies  from  acting  in  concert.  We  need 
a  much  more  effective  organization  of  United  States  Government 
efforts  to  conduct  Government-to-Government  negotiations  on  a 
continuing  basis  to  obtain  price  reductions  and  adequate  supplies 
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and  to  manage  the  monetary  consequences  of  the  rapid  sh"*-'  c-  +  he 
world's  wealth  from  the  industrialized  countries  to  a  comparative I;, 
few  oil-producing  nations.  Also,  our  Federal  Government.  WJi 
the  nation's  energy  conservation  programs  and  must  subsidize  a  large 
part  of  our  national  program  for  expanding  coal  and  nuclear  power- 
activities  to  become  less  dependent  on  foreign  crude  oil  oy  ijiO. 

As  part  of  that  energy  conservation  effort,  the  President 
should  ask  Congress  to  ease  the  intolerable  financial  burden  of 
the  anti-pollution  programs,  especially  since  there  is  a  shortage 
of  capital  now  and  for  the  next  five  years  when  present  laws  hit 
hardest.  Consideration  should  also  be  given  to  allowing  pollution 
control  expenditures  to  be  tax  deductible  in  this  period  of  capital 
shortages,  and  thus  ease  the  capital  burden  on  corporations  ano 
municipalities . 

In  summary,  in  my  opinion  we're  rapidly  approaching  an  economic 
crisis  of  unprecedented  proportions.  All  elements  of  our  society 
will  need  the  cooperation,  understanding  and  help  of  the  executive 
and  legislative  officials  of  our  Federal  Government  in  order  to  pass 
through  the  crisis  period  reasonably  well  and  in  a  reasonable  time. 
Even  with  that  help,  my  personal  opinion  is  that  we  will  never  again 
return  to  the  "normalcy"  we  knew  in  earlier  periods  because  the 


continuing  and  growing  energy  problems  will  make  that  impossible. 
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Nevertheless,  we  owe  it  to  ourselves  and  succeeding  generations 
and  to  people  all  over  the  world  to  manage  our  problems  and 
opportunities  as  best  we  can,  even  in  a  rapidly  changing  and 
worsening  economic  environment. 
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INFLATION 

ITS  EFFECTS  ON  SMALL  BUSINESS 

MANUFACTURERS,  AND  SOME  SUGGES¬ 

TIONS  FOR  CORRECTION  OF  THE 
PROBLEM. 

- -  By:  Charles  F.  Conrad, 

President, 

THERMOTRON  CORPORATION 
Holland,  Michigan 
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THERMOTRON 

CORPORATION 

ENVIRONMENTAL  CHAMBERS  &  TESTING  EQUIPMENT 


September  17,  1974 


Mr.  Frederick  B.  Dent, 

Secretary  of  Commerce, 

U.S.  Department  of  Commerce, 

Washington,  D.C.  20230 

Dear  Secretary  Dent: 

Thank  you  for  the  invitation  to  participate 
in  the  Commerce  Department  Conference  on  Infla¬ 
tion  at  the  Detroit  Hilton  Hotel  on  September 
19th. 

I  am  pleased  to  accept  the  invitation,  and  I  am 
willing  to  serve  on  the  panel  as  a  spokesman  on 
behalf  of  small  business. 

Enclosed  is  my  written  statement  for  inclusion 
in  the  final  proceedings  of  the  Conference.  I 
sincerely  hope  that  you  and  President  Ford  may 
find  some  information  or  ideas  of  benefit. 

Best  wishes  to  both  of  you  for  success  in  com¬ 
bating  the  serious  inflation  problem. 

Respectfully, 


Charles  F.  Conrad, 
President, 

CFC/ms  THERMOTRON  CORPORATION 

enc. 

cc:  President  Gerald  Ford 

cc:  Senator  Robert  Griffin 
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THERMOTRON 

CORPORATION 

ENVIRONMENTAL  CHAMBERS  &  TESTING  EQUIPMENT 


September  19,  1974 


POSITION  PAPER 

(For  Inclusion  with  Final  Proceedings  of  Economic  Conference 

on  Inflation). 


ATTENTION:  Mr.  Frederick  B.  Dent, 

Secretary  of  Commerce, 

Mr.  Alan  Greenspan, 

Chairman  of  the  President's  Council 
of  Economic  Advisors, 


SUBJECT:  INFLATION  — 

ITS  EFFECTS  ON  SMALL  BUSINESS  MANUFACTURERS, 

&  SOME  SUGGESTIONS  FOR  CORRECTION  OF  THE  PROBLEM. 


SUBMITTED 

BY:  Charles  F.  Conrad,  President, 

Thermotron  Corporation, 

338  West  12th  Street, 

Holland,  Michigan  49423, 


ENVIRONMENTAL  EQUIPMENT 


THERMOTRON  CORPORATION 

KOLLEN  PARK  DRIVE 
HOLLAND,  MICHIGAN  49423 


Charles  F.  Conrad 

President 


Phone  616-392-1492 
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INFLATION 

Its  effects  on  small  business  manufacturers,  and  some 

SUGGESTIONS  FOR  CORRECTION  OF  THE  PROBLEM 


The  basic  cause  of  inflation  is  the  fault  of  the  Congress 
of  the  United  States  currently  and  during  most  years  since 
the  1930s.  Each  year,  with  few  exceptions,  the  United 
States  expenditures  have  exceeded  income.  Obligations, 
therefore,  could  not  be  paid  with  hard  currency,  gold  or 
silver,  anymore.  Payments  are  made  with  notes  and  borrowed 
dollars  to  the  extent  that  more  than  10%  of  the  budget  goes 
for  interest.  The  Congress  has  traditionally  voted  more 
give-away  programs  than  we  can  afford.  This  applies  at  home 
and  overseas.  There  is  no  way  that  the  United  States  can  pay 
its  debts  except  with  devaluated  dollars,  which  only  result 
from  inflation. 

Thermotron  Corporation  employs  about  one  hundred  forty  people 
and  does  approximately  $4,000,000  per  year  business.  IXiring 
the  last  twelve  months  the  amount  of  dollars  paid  for  interest 
was  double  the  year  before.  Our  employees  needed  increases 
in  pay  in  an  attempt  to  balance  the  losses  caused  by  inflation. 
Materials  cost  went  up  from  10%  to  40%.  During  the  same  time 
it  was  not  possible  to  raise  selling  prices  for  our  products 
to  offset  our  increased  business  cost.  As  a  result,  a  mar¬ 
ginal  business  that  struggled  to  just  make  it  into  the  black 
in  earlier  years,  experienced  a  serious  loss  on  last  year's 
sales  even  though  total  business  volume  gained  approximately 
$1, 000, 000. 

The  government  theory  that  high  interest  rates  will  stifle 
loans  and  that  the  tight  money  policy  will  prevent  businesses 
from  firing  up  the  inflation  is,  in  my  opinion,  almost  totally 
incorrect.  The  present  rates  that  marginal  businesses  must 
pay  for  money,  ranges  from  14%  to  18%.  This  practically  assures 
that  the  Company  will  have  no  earnings  if  it  does  a  volume  of 
business.  It  removes  most  of  the  incentive  for  being  in  busi¬ 
ness,  which  in  turn  can  reduce  employment,  reduce  the  number 
of  products  available,  and  for  a  short  period  of  time  at  least, 
will  cause  the  selling  price  of  available  products  to  be  high 
because  of  demand.  If  this  continues  it  will  only  be  a  year 
and  a  half  until  enough  small  businesses  reduce  output  or  fail 
(and  we  make  up  80%  of  all  businesses). 
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When  that  happens  there  will  net  be 

^R^"EaH?ie°^r^er^n?-S^snreS  tH 

rocketing  cost  of  w  in-take  by  the  Government,  and 

a  great  reduction  in  the  tax  in  taK  y  money>  interest 
in  spite  of  policies  of  tight  mo  Y.^  tQ..  late>  and  a  classic 

SSS.'W  depression  could  follow.^at^one^e  for^ 

tioiaofOthih1920snSnd  directly* an  agonizing  one,  which  I 
remember . 

I  believe  that  these  Economic  Anti-Inflation  Study 

ere  dominated  by  Presidents  HfsMlir,  but 

large  businesses.  No  doub  ,  P  Lankina  leverage  and 

usually  they  have  more  reserves,  more  banking  lev  g 

political  clout  to  deal  with  them. 

The  small  manufacturing  businessman,  such  as  I  ^pr^!nbinhs 

has  very  little  control  of  his  destin^at^thi^ti  Loans 

are  arbitrary  about  what  t  y  .  that  do  not  appear  to 

are  only  being  made  to  small  ^^e^S14o/o  to  l8%  for  short- 

term^loans  SheTaiailSble  I  believe ^^“L^nesl 

fo^ufaSSe  ^sufficient  ^-tity  of  goods  that^ill^llow 
the  American  free  enterprise  system  to fun. =tio  Th^  factors 

ability  of  goods  for  imme  aa  inflation  Everyone  must 

plug^1  in* interest  ££?  X^STlSo^  and  o^her  increased 
material  costs  into  today's  prices. 

Along  with  a  lowering  of  the  have°“°be 

that  interest  on  savings  and  evening  must  be 

f^zefaf ftsrpresL?^vel  for  ■  an >  ext -dej  period  of  time^ 

^r^Hitf!S% SpScI  k  mis- 

which  ratios  of  costs  to  the  sel  more  stable  times, 

percentage  to  that  which  they  we  y  to  a  dollar 

;Ss ^en^spli^into^four^today 

we  have  seen  a  dollar  split  into  ro  , 
becoming  worth  about  25  cents. 
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I  have  no  objection  to  everything  requiring  four  times 
as  many  dollars  or  ten  times  as  many  dollars  if  that's 
what  it  takes  to  wipe  out  the  national  debt  and  get  on  a 
new  sound  basis  with  Congress  having  the  nerve  to  operate 
with  a  balanced  budget.  I’m  sure  people  and  businesses 
will  be  hurt  during  such  a  reshuffle.  People  and  businesses 
are  being  hurt  today  and  will  be  hurt  more  so  if  we  con¬ 
tinue  the  wild  inflation  patterns  so  strongly  established 
during  the  past  twelve  months. 

The  United  States  will  be  condemned  for  paying  off  other 
countries  and  obligations  with  suddenly  "worthless  dollars". 

It  is  a  process  that  has  been  going  on  steadily  during  the 
past  thirty  years.  The  only  difference  is  that  the  rate  of 
dollar  devaluation  has  been  rather  steady  until  now. 

The  only  solution  for  this  country  will  be  that  all  branches 
of  government  operate  with  a  balanced  budget  and  that  indi¬ 
vidual  states,  cities,  counties  and  townships  do  the  same. 

The  federal  government  can  continue  to  print  and  distribute 
dollars  worth  only  the  paper  they  are  written  on  and  what 
people  are  willing  to  give  in  exchange.  There  must  be  a  good 
balance,  and  it  can  only  result  from  a  government  operating 
on  a  sound  black  ink  rather  than  red  ink  figure.  That  is 
no  different  than  applies  to  any  business,  large  or  small, 
or  to  the  business  of  individual  families  who  have  the  same 
obligation  to  live  within  the  available  means. 

If  foreign  governments  do  not  want  our  dollars  as  payment 
for  what  we  owe  them,  I  would  say,  "Fine,  then  pick  and  choose 
any  materials,  products  or  machinery  available  from  the  United 
States  at  fair  market  value  and  credit  our  account  accordingly". 
In  this  manner  our  obligations  can  be  met  by  merchandise  and 
goods  produced  by  our  people.  That  would  be  much  better  than 
paying  off  with  our  practically  non-existent  gold  or  silver  or 
with  practically  worthless  paper  dollars. 

The  dollar  value  within  the  United  States  boundaries  can  be 
based  upon  what  we  want  it  to  be  worth  and  what  we  say  it  is 
worth  and  what  it  will  buy  within  our  country.  This  is  done 
in  many  other  countries.  In  those  countries  their  dollars  or 
medium  of  exchange  is  worthless  in  other  countries,  but  their 
goodSj grown  or  manufactured,  can  be  used  to  pay  off  obligations. 
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In  conclusion,  inflation  is  directly  the  cause  of  squandered 
national  resources  by  governmental  action  overseas  and  by 
many  years  of  Congressional  refusal  to  operate  this  govern 
ment  on  a  balanced  budget  basis.  In  self-defense  all  of  the 
United  States  citizens  and  private  enterprise  business  s 
continue  the  spiral  of  higher  wages,  higher  prices,  higher 
interest,  etc.,  which  aggravates  the  inflation. 

Practically  95%  of  the  American  people  want  to  work  and 
want  to  earn  their  own  way.  They  really  don't  appreciate 
a  hand-out.  Most  American  free  enterprise  operations  are 
only  asking  for  good  business  opportunities  in  a  competi¬ 
tive  marketplace.  The  result  will  be  anti-inflation  and 
increased  income  for  the  government  to  pay  its  bills  within 
a  balanced  budget  situation. 
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Respectfully  submitted, 

Charles  F.  Conrad, 
President, 

THERMOTRON  CORPORATION 


cc:  President  Gerald  Ford 

cc:  Senator  Robert  Griffin 

cc:  Senator  Philip  Hart 

cc:  Rep.  Guy  Vander  Jagt 
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U.S.A. 

ARIZONA 

R.  A.  Mayes  Company 
1445  E.  Thomas 
Phoenix,  Arizona  85014 
Phone:  (602)  279-5243 
CALIFORNIA 
Thermotron  Corporation 
8934  Mason  Avenue 
Chatsworth,  California  91 31 1 
Phone:  (213)  882-5030 

COLORADO 

R.  A.  Mayes  Company 
8  Garden  Office  Center 
Broomfield,  Colorado  80020 
Phone:  (303)  466-631 1 

FLORIDA 

Newco  &  Associates 
2227  Seely  Drive 
Orlando,  Florida  32808 
Phone:  (305)  293-7700 

ILLINOIS 

Torkelson  Associates,  Inc. 

540  West  Frontage  Road 
Northfield.  Illinois  60093 
Phone:  (312)  466-9085 

INDIANA 

Torkelson  Associates,  Inc. 

3512  Rockville  Road 
Indianapolis,  Indiana  46222 
Phone:  (317)  244-7867 

MICHIGAN 

Thermotron  Corporation 
24001  Southfield  Rd. 

Suite  106 

Southfield,  Michigan  48075 
Phone:  (313)  356-5010 
MINNESOTA 
Torkelson  Associates,  Inc 
4940  Viking  Drive 
Minneapolis,  Minnesota  55435 
Phone:  (612)  835-2414 
MISSOURI 
Adelphi,  Inc. 

12015  Manchester,  Suite  165 
St.  Louis,  Missouri  63131 
Phone:  (314)  821-1232 
NEW  MEXICO 
R.  A.  Mayes  Company 
1238  Ortiz,  S.E. 

Albuquerque,  New  Mexico  87108 
Phone:  (505)  265-7989 

NEW  YORK 

Space-Tronics,  Inc. 

1850  Lansdowne  Ave. 

Merrick,  New  York  1 1 566 
Phone:  (516)  868-1800 


TEXAS 

R.  A.  Mayes  Company 
P.O.  Box  40524 
Houston,  Texas  77040 
Phone:  (713)  466-8325 
R.  A.  Mayes  Company 
P.O.  Box  1021 

921  No.  Bowser  Rd.,  Room  #105 
Richardson,  Texas  75080 
Phone:  (214)  235-3043 

WASHINGTON 

Topp  Engineering  Sales  Corporation 
P.O.  Box  250 
3715  128th  St.  S.E. 

Bellevue,  Washington  98009 
Phone:  (206)  747-5401 


CANADA 

Beechey  Enterprises 
3218  Weston  Road 
Weston,  Ontario,  Canada 
Phone:  (416)  742-7122 

AUSTRALIA 

Warburton  Franki  Industries 
(Sydney)  Pty.  Ltd. 

199  Parramatta  Road 
Sydney,  Australia 
Phone:  Auburn  648-171 1 

INDIA 

Cornel 

4850  Ansari  Rd. 

24  Daryaganj 
Delhi  6,  India 
Phone: 274043 

ISRAEL 

Eastronics,  Ltd. 

Rudi  Danor 
1 1  Rozanis  Street 
P.O  Box  39300 
Tel  Aviv,  Israel 
Phone:  775151 

JAPAN 

Tabai  Mfg.  Co.,  Ltd. 

18  Minamidoshincho  2-chome 

Kita-ku 

Oska,  Japan 

SWEDEN 

Robert  E.  Olsson  AB 
Box  165 
S-591  01 
Motala,  Sweden 


THERMOTRON 

CORPORATION 


Main  Plant 
Kollen  Park  Drive 
Holland,  Michigan  49423 
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Temperature- 
Altitude  (Portable) 


Equipment  Cooling 
Air  Conditioner 


Temperature- 

Altitude-Humidity 


Hi-Lo  Temperature 


Thermo  Shock  Chamber 


Temperature-Vibration 


Conditioned  Air  System 


Walk-In  Altitude 


AGREE  Reliability 


Rain-Sunshine 


Thermo  Cycle  Chamber 


4-Cubic  Foot 
Altitude-Temperature 


Temperature-Altitude 


Reliability  Oemonstration 
Temperature-Vibration 


4-Cubic  Foot  Bench  Mount 
Temperature  Unit. 


no  capital  funds? 
urgent  reliability 
demonstration 
program? 
out  of  time? 

IHERMOIRON 
CAN  HELP! 

We  maintain  an  inventory  of  up  to  a 
quarter  of  a  million  dollars  worth  of 
reliability  demonstration  environmental 
test  chambers  ready  for  immediate 
sale  ...or  lease!  We  will  lease  to 
authorized  customers  for  periods  as 
short  as  90  days,  6  months,  9  months, 
or  longer. 

It's  a  direct  lease  from  Thermotron... 
not  from  a  third  party!  We  provide 
instruction  and  service.  You  may  have 
an  option  to  purchase  after  lease  or 
to  extend  the  lease. 

Each  lease  is  individually  tailored  to 
your  requirements,  if  you  qualify. 

CALL  COLLECT 

Holland,  Michlgan-Phone  (616)  392-1491 
Southfield,  Michigan-Phone  (313)  356-5010 
Chatsworth,  California-Phone  (213)  832-5030 


WORLD  HEADQUARTERS 


IHERMOIRON 

CORPORATION 


KOLLEN  PARK  DR..  HOLLAND.  MICH.  49423 
PH:  (616)  392  1492 


Detroit: 


California: 


24001  Southfield  Rd.,  Suite  106 
Southfield,  Michigan  48705 
Phone;  313-356-5010 


34  Mason  Avenue 
atsworth.  California  91311 


SEE  REVERSE  SIDE 
FOR  COMPLETE  LIST  OF 
OFFICES  NEAREST  TO  YOU. 


Walk-In  Temperature-Humidity 
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Small  Business  administRation 

PResents  this 


to 

THERMOTRON  CORPORATION 
HOLLAND,  MICHIGAN 

in  Recognition  foR  Being  nominated  as 

national  small  suBContRactOR  of  the  v^ar 

and  foR  oustanding  contRiBution  and  se.Rvice 

to  the  nation's  needs. 


REGIONAL  DIRECTOR 


M\rch  8.  1074 
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19  September  1974 


The  Honorable  Fredrick  B.  Dent 
U.  S.  Commerce  Secretary 
Washington,  D.  C. 

Dear  Sir: 

I  read  with  avid  enthusiasm  the  efforts  of  the  President's  committee  to 
reduce  runaway  inflation  Although ^tHuhough 

:^!n“;e*  fould  not  if  invoked,  after  either  the  fife  style  or 
business  enterprises  of  those  who  offered  them. 

I  refer  in  particular  to  the  Tuesday  newspaper  account  of  the  meeting 
of  forty  business  leaders  which  you  called  together  m  the  5th  of  t 
twelve  regional  meetings  prior  to  the  summit  conference  on  inflation. 

The  first  suggestion,  to  balance  the  budget  and  reduce  government  spend- 
Ing,  and  improve  productivity  sound  good  but  let  us  take  them  one  at  a 
time  (they  are  all  big  enough)  and  see  what  they  look  like. 

Balanced  Budget:  History  does  not  bear  out  the  fact  that  a  balanced 
budget  has  an  effect  on  reducing  inflation.  There  has  been  a  balanced 
budge t  several  times  over  the  last  fifteen  years,  (there  was  a  recent 
newspaper  article  on  this)  yet  inflation  today  is  literally  consuming 

the  country. 

Reduce  Government  Spending:  When?  This  fiscal  year  we  are  already 
committed,  next  fiscal  year,  we  are  already  programmed,  fiscal  year  1976, 
maybe.  Can  we  wait  that  long?  I  think  not. 

Tmnrove  Productivity:  Of  what?  Gadgets  we  didn’t  know  we  needed  or 
wanted  until  the  advertisements  programmed  us.  Larger  aircraft  to  rep 
the  smaUer  ones  which  we  can’t  keep  filled.  Inefficient  automobiles 
which  gobble  fuel,  expensive,  energy  hungry  appliances,  on  which  you  mus 
nurchase  a  service  and  repair  contract  to  be  sure  of  receiving  a  year  of 
satisfactory  operation.  Grocery  stores  that  are  jammed  packed  with  every 
gadget  ever  thought  of  and  some  I  think  that  wasn  t,  spray  cans,  thousands 
of  spray  cans  (regular,  new,  new  improved,  giant  and  supper,  super  giant, 
etc  and  the  same  product.  Do  we  need  them,  really  need  them?  Ecology 
wise’are  they  safe?  Cat  food,  dog  food,  isles  full,  hundreds  of  different 
kinds  a  total  excess,  wasted  energy  to  prepare,  transport  and  merchandise 
wasted  raw  material  for  packaging.  Talk  about  human  ^ 

good  too,  but  what  we  really  need  is  animal  control.  $  P  y  , 
animal  registration  fee  should  do  it.  Yes  including  cats.  No  I  don 
think  we  need  improved  production  unless  the  improvement  is  in  qua  i  y 
and  simplicity.  Every  item  a  manufacturer  produces  should  be  produced 
as  though  it  were  going  to  be  rented  to  the  public  instead  of  for  sale  to 
the  public.  I  wager  you  would  see  a  great  Improvement  in  quality  control 
and  I  doubt  seriously  if  you  would  see  a  model  change  each  year. 
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Consumers  to,  I  think,  would  abide  by  a  tightening  of  credit.  Some  no 
doubt  would  scream  at  the  beginning,  scream  because  of  the  change,  not 
because  of  the  hurt.  Kinda  like  a  fat  man  on  a  new  diet,  he  feels  a 
little  empty  and  let  down,  but  he  knows  it's  the  best  thing  for  him. 

I  remember  well  when  it  was  a  virtue  to  be  able  to  pay  cash  for  an  item, 
and  by  so  doing  there  usually  was  a  corresponding  discount  on  the  initial 
sales  price.  One  third  down  was  a  requisite  for  obtaining  financing  for 
a  credit  purchase.  What  happened  to  these  tried  and  true  rules?  The 
consumers  didn't  change  them.  Producers  and  manufacturers  with  new 
innovations  and  a  glut  of  goods,  banks  and  lending  institutions  with  an 
oversupply  of  money  and  loose  State  and  Federal  fiscal  policies  did.  We, 
the  consumers  in  the  final  analysis  though  made  it  all  possible.  We  took 
the  bait  -  how  we  took  the  bait.  We  learned  to  buy  before  we  wanted,  to 
spend  before  we  earned,  to  discard  rather  than  repair  and  literally  to 
assume  we  had  a  secure  future  rather  than  planning,  working  and  saving 
for  one.  We  totally  tuned  out  our  elders  who  remembered  the  ravages  of 
the  last  depression  and  a  few  other  economist  who  tried  to  warn  us  along 
the  way.  We  commenced  an  uncontrolled  spending  spree,  feeding  upon  its 
own  wake,  as  it  were,  and  which  we  are  just  now  coming  to  realize  can 
devour  all  of  us.  How  many  of  us,  business  included,  in  true  privacy, 
has  compared  our  true  net  worth,  if  we  had  to  liquidate,  to  our  outstand¬ 
ing  obligations?  Sad  an' t  it?  Yes,  I  think  it  is  time  we  considered 
returning  to  the  cash  price  basis  with  a  corresponding  discount,  and 
the  1/3  down,  (except  housing  needs)  for  credit  purchases. 


History  shows  that  bailing  out  the  failing  banks  and  institutions  of 
foreign  countries  did  not  in  the  least  abate  the  path  of  the  last 
depression.  True  the  United  States  was  the  last  to  fall,  but  I  doubt 
the  landing  was  any  softer.  I  suggest  we  not  repeat  those  mistakes  again. 


Federal  funds  returned  to  the  states  and  cities,  I  think  by  and  large  is 
a  farce.  I  suggest  that  many  structures  and  ambition  projects  are  not 
necessary,  are  not  fully  used,  will  never  be  fully  appreciated,  and  but  for 
the  easily  obtained  federal  funds  would  not  even  have  been  thought  of.  I 
submit  that  if  the  program  continues  the  guage  for  which  it  is  to  be 
expended  should  be  tightened.  States  and  cities  requesting  federal  funds 
for  special  projects  should  at  least  equal  the  amount  of  federal  funds 
they  are  requesting.  A  reduction  in  available  federal  funds  would  auto¬ 
matically  reduce  this  type  of  expenditure.  The  way  I  understand  the  revenue 
sharing  plan  and  the  special  projects  funding  plan,  it  was  to  reduce  taxes 
at  the  local  level.  I  often  wonder  what  a  survey  of  the  local  tax  structure 
would  reveal?  Based  on  an  equal  number  of  years  before  and  after  the 
revenue  sharing  plan  it  should  be  lower.  I  wager  you  want  find  it  so. 


Pricing  of  goods  in  the  market  place  too,  especially  food,  should  be 
equated  to  a  nominal  markup  and  not  priced  in  accordance  with  what  the 
buying  public  will  stand.  Quantity  in  sales  should  be  the  guideline 
for  net  profit.  It  is  becoming  harder  and  harder  though  to  reconcile 
quality  or  quantity  with  price.  Things  like  beans,  tripling  or  quadrup¬ 
ling  in  price  in  the  last  year  or  year  and  a  half.  Dry  beans  at  that. 
Pork  and  beans  too,  10q  to  33c  today,  margarine  20-30C,  69-75C  today. 

How  come?  I  think  not  because  the  price  of  production,  transportation, 
and  merchandising  has  increased  that  much,  but  because  these  icems  are 
a  substitute  for  meat.  What  do  we  substitute  for  the  substitute.  How 
long  will  it  be  before  we  make  thieves  out  of  the  poor,  especially  the 
elderly  poor?  I  don't  know  the  answer,  but  find  an  answer  we  must  and 
soon.  For  those  on  the  President's  summit  council  who  have  not  done  so, 
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I  suggest  they  spend  an  hour  in  the  supermarkets  of  our  country,  observe 
the  pickups  and  putbacks  of  those  trying  desperately  to  give  their  loved 
ones  enough  to  eat.  I  doubt  that  a  balanced  diet  has  much  meaning  even 

at  this  stage. 

Moderating  the  government's  restrictive  monetary  policy  was  also  mentioned 
as  a  stop- gap  inflation  measure.  What  does  this  mean?  Do  we  open  the 
flood  gates  in  order  to  allow  an  already  over- extended  business  community 
to  further  mire  its  self  in  short  time  borrowing  at  premium  interest  rates 
for  doubtful  expansions?  What  about  the  consumer?  Are  we  to  further 
burden  the  over- extended  consumer  to  buy  the  increased  production  which 
the  business  community  has  produced  by  its  expansions?  At  what  point  in 
time  will  we  balance  the  scales?  How  soon,  will  it  be  before  the  consumer 
can  no  longer  meet  the  installments  on  price  increases  which  are  continually 
passed  on?  Every  thinking  person  should  shudder  at  the  domino  effect  whey 
thev  fail  to  do  so.  Every  manufacturer  and  producer  of  goods,  I  think 
would  be  prudent  to  R&D  ways  and  means  to  furnish  a  quality  product  at 
the  present  or  reduced  price,  (some  have  started  doing  this)  and  just  hold 
the  status  quo  on  production.  I  ask  myself,  and  I  am  sure  others  have,  o 
we  actually  have  a  shortage  of  anything  other  than  energy,  and  is  it  not  so 
that  misguided  production  goals,  producting  fancy,  unsafe  inefficient  goods 
and  machines  are  part  of  the  cause  of  our  present  shortage.  Conglomerates 
1  think,  are  partly  responsible  for  the  loose  quality  control  of  our  products. 
Know  how,  personal  pride,  and  on  the  scene  supervision  has  been  surplante 
by  computers,  time  study  analysis,  and  sterile  office  buildings  thousands 
of  miles  from  the  source  of  the  product.  The  workers  skilled  hands  do 
not  perform  as  well,  as  quickly,  as  eagerly  as  they  did  when  the  boss  was 
the  boss.  He  could  praise,  raise,  hire  and  fire  without  a  clearance  from 
the  headquarters  office.  There  was  a  time  when  merit  was  the  basis  for  a 
raise.  Whatever  happened  to  that  time  tried  formula?  Bank  holding  companies 
too  although  I  do  not  understand  their  makeup,  scare  the  hell  out  of  me 
and’ from  some  of  my  friends  which  I  have  talked  to.  The  holding  companies 
along  with  the  bank  charge  account  card,  I  think  has  done  more  to  undermine 
sound  banking  principles  and  fiscal  responsibility  than  the  shady  land  deals 
and  the  Pyramid  Club  Enterprises. 

Getting  back  again  to  balancing  the  budget,  if  we  attempt  this  let  us  use 
all  the  figures  which  causes  the  national  budget  to  be  in  the  red.  The 
national  debt  for  instance  should  definitely  be  included.  How  can  a 
budget  be  balanced  when  our  national  debt,  now  monstrous,  and  growing 
every  year  is  not  included  in  the  figures?  The  people  are  looking  for 
solutions,  not  some  accountant  playing  checkers  with  our  tax  dollars. 

They  are  looking,  or  I  should  say  praying,  for  leadership  too  and  wou 
support  a  program  of  fiscal  responsibility,  with  hardships,  if  they  fe 
it  had  a  chance  of  succeeding.  I  venture  to  hazard  that  a  tax  access- 
ment  of  5 %  to  7%  poverty  level  salaries  excluded  to  start  paying  oft  t  e 
national  debt  would  be  acceptable  to  the  people.  The  repayment  would  be 
slow  enough  so  that  if  would  not  wreck  the  fiscal  stability  of  our  len  - 
ing  institutions  and  might  even  give  the  stock  market  a  needed  kick  in 
the  tail.  People  could  understand  and  relate  to  a  program  of  this  m 
because  they  could  look  forward  to  that  day  in  the  future  when  our  country 
could  be  debt  free.  A  spin-off  effect,  of  course  would  be,  that  as  the 
debt  decreased,  actual  spendable  government  revenue  would  increase  In 
a  time  of  ever  climbing  interest  rates  (I  believe  I  read  where  we  had  to 
borrow  2.2  billion  this  week  for  payment  of  interest  on  the  national  de  t) 
the  savings  to  our  government,  in  the  long  run  would  far  outstrip  actual 
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current  dollars  saved.  Twenty- five  or  is  it  thirty  per  cent  of  our  tax 
dollars  to  pay  the  interest  on  the  national  debt.  I  ask  you  is  that 
fiscal  responsibility? 

I  feel  that  a  timely  warning,  one  time  only,  should  be  given  to  our 
wholesalers  and  retailers  that  price  gouging  would  not  be  allowed.  If 
discovered  and  proved  a  national  black  list  should  suifice  for  an 
immediate  cure.  Consumers  would  be  your  watchoogs.  I  think  a  few  tough 
examples  would  cause  those  that  followed  to  increase  price  only  where 
quality  or  scarcity  was  justified.  A  real  scarcity  not  an  induced  one. 

One  last  afterthought,  our  president  is  considering  hiring  the  unemployed 
for  public  service  jobs.  Has  anyone  considered  reopening  our  gold  mines? 
It  seems  I  read  somewhere  that  there  were  thousands  closed,  not  because 
they  had  stopped  producing,  but  because  the  controlled  price  of  gold  had 
made  them  unprofitable.  What  a  headling  that  would  make.  A  subsidy  that 
has  a  chance  of  breaking  even,  unheard  of. 

In  conclusion,  in  case  you  have  read  this  far,  I  sincerely  thank  you.  I 
wish  I  could  put  my  thoughts  together  more  concisely,  but  as  a  person  who 
doubts  the  real  necessity  for  a  stock  market,  and  who  believes  that  activ 
does  not  necessarily  begat  progress,  this  is  the  best  I  can  do. 


Sincerely  yours, 


312  Beacon  Hill^Cdurt 
Norfolk,  Virginia  23502 


cc : 


Senator  Harry  Byrd 
Congressman  William  Whitehurst 
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AMERICAN  TEXTILE  .MANUFACTURERS  INSTITUTE, 


CHARLOTTE 
WASHINGTON 
NEW  YORK 


MORTON  H.  0 ARMAN. PR 
C/0  THE  TOP  comp: 
470  ATLANTIC  AVE\ 
BOSTON,  MASS- O' i 
TELEPHONE  (S17)  432-44 


September  19,  1974 


The  Honorable  Frederick  B.  Dent 
Secretary  of  Commerce 
United  States  Department  of  Commerce 
Washington,  D.  C. 


Dear  Mr.  Secretary: 

Enclosed  is  additional  material  with  respect  to  tax  incentives^ 
that  I  respectfully  request  be  included  as  a  part  of  the  official  record 
in  connection  with  my  statement  at  the  September  16  Conference  on  Inflation 
held  at  Pittsburgh,  Pennsylvania. 

It  was  a  pleasure  to  participate  in  that  important  session. 


Morton  H.  Darman 
President 


Enclosure 
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September  19,  1974 


SUPPLEMENT  TO  STATEMENT  OF  MORTON  H.  DARMAN 

CONFERENCE  ON  INFLATION 
PITTSBURGH,  PENNSYLVANIA 

re:  Tax  Incentives  Needed  to  Help  Combat  Inflation 


The  textile  industry  of  the  United  States,  one  of  the  largest  employers 
in  the  manufacturing  sector,  must  continue  to  invest  heavily  in  plant  and 
equipment  as  well  as  in  increased  working  capital  to  finance  inflated 
receivables  and  inventory  in  order  to  remain  viable.  The  industry  faces 
these  rapidly  growing  capital  needs  at  a  time  when  outside  sources  of  capital 
are  either  non-existent  or  prohibitively  costly.  The  equity  capital  market, 
of  course,  is  for  all  practical  purposes  closed  to  the  textile  industry.  At 
present,  many  textile  stocks  are  selling  below  or  near  the  level  of  their  work¬ 
ing  capital  less  long-term  debt,  far  below  their  net  book  values.  The  gap  today 
is  so  wide  that  equity  financing  in  the  textile  industry  is  out  of  the  question 

in  the  foreseeable  future. 

Much  of  the  same  can  be  said  for  outside  loans.  When  available,  such 
loans  carry  interest  rates  which  are  at  an  all-time  hiqh.  Moreover,  textile 
companies'  securities,  with  possibly  one  or  two  exceptions,  carry  a  bond  rating 
of  not  better  than  BAA  or  BBB.  As  a  consequence,  their  debt  issues  are  obviousl 

not  attractive  to  the  investing  public. 

A  brief  review  of  the  working  capital  and  capital  equipment  needs  of 

the  textile  industry  will  emphasize  the  extremely  serious  nature  of  its 
financing  problems.  To  begin  with,  the  industry  by  its  very  nature  requires 
large  sums  of  working  capital  to  carry  inventories  and  accounts  receivable. 
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For  a  fully  integrated  weaving  operation,  for  example,  from  25  cents  to  35 
cents  of  working  capital  is  required  for  each  dollar  of  sales.  The  sharply 
increasing  inflation  is  requiring  an  ever-increasing  amount  of  money  for 
working  capital  in  the  industry  to  turn  out  the  same  number  of  units  of  produc¬ 
tion.  A  rough  rule  of  thumb  in  our  industry  is  that  over  the  long  run  capital 
expenditures  should  be  financed  from  funds  generated  from  within,  with  long-term 
senior  debt,  when  needed,  to  be  used  for  working  capital  requirements.  Unfortu¬ 
nately,  inflated  working  capital  needs  and  low  after-tax  profits  in  the  industry 
in  recent  years  have  forced  much  of  the  funds  generated  from  within  to  be  locked 
up  in  additional  working  capital  rather  than  being  used  for  essential  capital 
investments  to  modernize  and  expand  the  productive  facilities  of  the  industry. 

As  for  capital  goods  expenditures,  the  cost  of  textile  plant  and  equipment 
replacements  for  equivalent  production  currently  runs  from  two  to  four  times 
the  cost  of  the  items  being  replaced.  Thus,  in  1960  a  fully-equipped  carding 
machine  for  use  in  the  manufacture  of  yarn  sold  at  around  $9,000,  whereas  today 
the  same  carding  machine  is  at  the  $30,000  level.  Similar  examples  can  be 
given  for  other  major  items  of  equipment  in  the  industry,  such  as  looms,  kmttin 
machines,  etc.  As  is  obvious,  the  additional  investment  required  just  to 
maintain  the  current  level  of  production  in  the  textile  industry  is  burdensomely 

heavy. 

Add  to  this  investment  in  new  equipment  made  necessary  because  of 
technological  changes  and  shifts  in  market  demands,  and  one  can  easily  appreciat 
the  critical  capital  shortage  the  industry  faces  in  replacing  and  expanding 
its  productive  facilities. 

This  is  only  part  of  the  story,  however.  Hundreds  of  millions  of  dollars 
must  be  invested  by  the  industry  during  the  next  few  years  in  equipment  to  compl 
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with  air,  water,  and  noise  pollution  regulations.  The  Environmental  Protection 
Agency  has  establishod  water  pollution  standards  which  must  be  implemented  by 
the  textile  industry  by  1977  and  it  has  recently  published  proposed  standards 
which  the  industry  must  meet  by  1983.  In  its  analysis  of  the  economic  impact 
of  compliance  with  the  1977  standards,  EPA  estimates  that  for  the  six  years 
1968-1973,  inclusive,  the  textile  industry  had  required  capital  expenditures 
for  water  pollution  abatement  of  almost  $211,000,000,  expressed  in  1967  dollars. 
Ballooned  up  to  today's  inflationary  levels,  the  price  tag  is'in  the  neighborhoo 
of  $350,000,000.  For  the  three  years  19/4-1976,  inclusive,  EPA  has  estimated 
expenditures  by  the  industry  of  $141,400,000  (in  1967  dollars),  or  about 
$235,000,000  in  1974  dollars. 

At  present  EPA  estimates  that  the  cost  of  meeting  the  1983  effluent 
standards,  if  indeed  it  is  possible  to  do  so,  will  be  considerably  more  than 
the  cost  of  meeting  the  1977  goals. 

As  for  noise  abatement,  the  textile  industry  has  invested  heavily,  and 
will  continue  to  invest  heavily,  to  reduce  existing  noise  levels  to  meet  Federal 
standards.  Present  estimates  are  that  the  industry  will  have  to  expend 
approximately  $366,000,000  for  each  of  the  years  1975,  1976,  and  1977  just  to 
meet  the  interim  90  dBA  standard.  If  the  permissible  noise  level  were  reduced 
from  the  interim  standard  of  90  dBA  to  85  dBA,  and  if  the  technology  were 
available,  industry  expenditures  well  in  excess  of  $300,000,000  a  year  for  at 

least  the  next  seven  years  would  be  required. 

Occupational  exposure  to  cotton  dust  in  the  industry  is  another  problem 

requiring  the  expenditure  of  substantial  amounts  in  the  near  future.  Present 
indications  are  that  the  industry  will  have  to  spend  an  average  of  approximately 
$104,000,000  a  year  in  each  of  the  three  years  1975-19//,  inclusive,  in  an 
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attempt  to  meet  OSHA  standards  with  respect  to  cotton  dust.  Other  requirements 

of  OSHA  regarding  safeguarding  work  areas  (machine  guards,  stairways,  lighting, 
and  so  on)  are  likewise  putting  a  drain  on  capital  funds. 

The  most  recent  estimate  is  that  the  industry  has  been  forced  to  divert 
at  least  13  percent  of  its  annual  capital  spending  into  air,  water,  and  noise 

abatement  facilities  and  that  this  figure  will  increase  to  at  least  20  percent 

wi thin  three  years .  These  investments  in  environmental  protection  facilities 
will  not  increase  the  industry's  productive  capacity  at  all  and  they  take  dollar 
away  from  plant  modernization  and  expansion  at  a  time  when  our  nation  needs 
more  productivity  to  combat  inflation. 

It  is  in  this  general  context  that  we  continue  to  press  for  a  tax  environ¬ 
ment  in  this  country  which  is  conducive  to  modernization  and  expansion  of  plant 
and  equipment. 

Our  specific  proposals  are  as  follows: 

1.  The  investment  tax  credit  should  be  increased  from  7  percent  to  10 

percent.  Even  with  the  benefit  of  the  current  investment  credit 

and  ADR,  the  United  States  lags  far  behind  all  of  our  major  .industrial 

competitors  in  regard  to  capital  cost  recovery  allowances.  The  added 
investment  burdens  facing  the  textile  industry,  as  well  as  industry 
generally,  in  this  country  certainly  justify  the  recommended  increase 
of  the  investment  credit  to  a  10  percent  level. 

2.  The  20  percent  shorter  lives  for  machinery  and  equipment  authorized 
by  ADR  should  be  changed  to  40  percent,  as  recommended  by  the 
President's  Task  Force  on  Business  Taxation  in  1970.  Rapid  techno¬ 
logical  changes,  inflation,  and  competition  from  other  industrialized 
nations  make  it  imperative  that  the  United  States  further  encourage 
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through  our  tax  laws  continued  and  increasing  investment  by  industry 
in  this  country  in  the  most  modern  production  facilities.  The 
recovery  of  costs  at  a  faster  rate,  of  course,  does  not  increase 
the  taxpayer's  total  deductions;  instead,  it  merely  allows  the  same 
deductions  over  a  shorter  period  of  time. 

The  cost  recovery  period  assigned  to  factory  buildings  under  ADR 
should  not  exceed  27  years,  and  the  tax  write-off  should  be  permitted 
under  one  or  more  of  the  accelerated  methods.  Modern  industrial 
plants  represent  an  ever-increasing  portion  of  investment  in  productiv 
facilities.  In  the  textile  industry,  for  example,  the  building 
components  of  a  modern  finishing  plant  may  easily  exceed  30  percent 
of  the  total  cost  of  plant  and  equipment.  The  United  States  lags 
far  behind  major  competitors  abroad  in  its  capital  cost  recovery 
allowances  for  industrial  buildings.  Full  depreciation  recapture 
would  preclude  any  abuse  of  the  adoption  of  this  proposal. 

4.  The  cost  recovery  provisions  relating  to  anti-pollution  facilities 
need  substantial  liberalization.  Our  porposals  in  this  area  include 
allowance  of  the  investment  credit,  simplification  and  liberalization 
of  the  present  five-year  amortization  rules,  and  elimination  of  the 
rapid  amortization  provisions  as  a  preference  item  under  the  minimum 

tax  provisions  of  the  Code. 


Capital  Cost  Recovery  Allowances 
for  Machinery  and  Equipment - 

The  combination  of  a  seven  percent  investment  credit  and  the  shortening 
of  depreciable  lives  under  the  ADR  system  for  machinery  and  equipment  should 
be  viewed  as  minimum  first  steps  toward  bringing  this  nation's  capital  cost 
recovery  allowances  up  to  levels  more  nearly  comparable  to  those  granted  by 
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other  major  industrialized  countries.  Much  more  needs  to  be  done.  This  is 
particularly  true  so  long  as  we  must  live  in  an  atmosphere  of  inflation  wnich 
constantly  erodes  the  replacement  value  of  our  cost  recovery  allowances.  We 
therefore  urge  an  increase  of  the  credit  to  10  percent  and  a  further  downward 
revision  of  the  ADR  capital  cost  recovery  periods  for  machinery  and  equipment 
to  permit  a  40  percent  leeway  from  the  old  guideline  lives.  We  further  recommen 
that  such  shorter  cost  recovery  periods  not  be  subject  to  later  upward  adjustmen 
by  the  Secretary  of  the  Treasury,  as  is  now  permitted  under  the  ADR  system. 

Capital  Cost  Recovery  Allowances 
for  Industrial  Buildings 

Primarily  because  of  concern  that  real  estate  investments  frequently  fall 
into  the  tax  shelter  area  for  high  income  individuals,  the  Congress  in  1969 
prohibited  the  use  of  the  double  declining  balance  or  sum  of  the  years  digits 
methods  in  writing-off  the  cost  of  buildings.  It  also  provided  that  the  excess 
of  accelerated  depreciation  over  straight-line  for  buildings  should  be  treated 
as  a  preference  item  for  both  individuals  and  corporations. 

We  remain  strongly  opposed  to  these  changes  in  the  law  as  they  apply 
to  the  detriment  of  investment  in  modern  plants  by  industrial  corporations  in 
this  country.  Specifically,  we  urge  that  the  accelerated  depreciation  method 
be  made  fully  applicable  to  factory  buildings  und  other  structures  owned  and 
used  in  manufacturing  operations  by  bona  fide  industrial  corporations.  Further, 
we  believe  industrial  corporations  should  not  be  subject  to  the  minimum  tax 
on  preference  items  at  all,  since  it  only  has  .appl ication  when  an  industrial 
concern  is  in  financial  trouble.  In  the  alternative,  the  excess  of  accelerated 
depreciation  over  straight-line  on  industrial  buildings  held  by  bona  fide 
industrial  corporations  should  not  be  treated  as  a  preference  item. 
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Tha  present  restrictive  rules  with  respect  to  the  recovery  of  costs 
of  industrial  buildings  are  contributing  to  the  competitive  disadvantage 
American  industry  faces  in  competing  with  the  economies  of  Western  Europe, 

Canada,  and  Japan,  where  much  more  generous  tax  provisions  prevail  for 

recovery  of  capital  invested  in  industrial  buildings. 

The  1962  depreciation  guidelines  provided  a  class  life  for  industrial 
buildings  (including  the  building  shell,  and  all  components  such  as  heating, 
plumbing,  electrical  wiring,  air  conditioning,  elevators,  etc.)  of  45  years. 

This  lengthy  cost  recovery  period  for  factory  buildings  has  been  established 
as  the  shortest  life  that  can  be  claimed  for  industrial  plants  under  ADR, 
subject  to  a  special  three-year  transition  rule  during  which  the  Office  of 
Industrial  Economics  of  the  Internal  Revenue  Service  is  to  study  whether  a 
different  class  life  should  be  assigned  industrial  buildings.  In  any  event, 
at  present  under  ADR  the  cost  of  fartory  buildings  in  this  country  must  be 
recovered  over  45  years  at  a  maximum  straight-line  rate  of  2.2  percent  or, 
under  the  150  percent  declining  method,  at  a  maximum  rate  of  3.3  percent. 

In  contrast,  by  way  of  example,  West  Germany  permits  its  factory  buildings 
to  be  written-off  over  approximately  29  years  using  a  double  declining  balance 
rate  of  7  percent.  France  uses  a  cost  recovery  period  of  20  years,  Italy  provides 
for  a  22  year  cost  recovery,  and  the  United  Kingdom  25  years.  However,  these 
shorter  cost  recovery  periods  aborad  for  industrial  facilities  are  only  the  top 
ot  the  iceberg.  Italy,  the  United  Kingdom,  Japan,,  and  Sweden  apply  their 
building  write-off  rules  only  to  the  structural  shell  of  the  building,  allowing 
much  faster  cost  recovery  for  the  facilities  providing  for  heating,  plumbing, 
air-conditioning,  and  power  requirements,  components  which  must  be  treated  as 
part  of  the  building  under  the  more  restrictive  U.  S.  rules. 
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France  provides  special  accelerated  depreciation  of  25  percent  of  the 
cost  of  new  buildings  used  tor  industrial  and  commercial  activities  which 
have  been  approved  by  the  Ministry  of  Economics  and  Finance.  Italy  provides 
for  accelerated  depreciation  on  40  percent  of  the  cost  of  new  buildings, 
limited  to  15  percent  in  any  single  year.  Japan  permits  new  fireproof  buildings 
to  be  depreciated  at  rates  twice  as  fast  as  the  regular  rates.  The  United 
Kingdom  provides  an  initial  allowance  of  40  percent  for  new  factory  buildings. 

In  addition,  the  U.  K.  provides  cash  grants  up  to  40  percent  of  the  cost  of 
industrial  buildings  constructed  in  development  regions.  Canada  provides 
incentive  grants  up  to  35  percent  of  the  cost  of  a  new  plant  plus  $2,000  to 
$7,000  per  new  job  created. 

We  could  go  on  and  on,  but  the  above  indicates  how  very  tar  the  United 
States  has  fallen  behind  the  rest  of  the  world  in  encouraging  the  construction 
of  new  industrial  plants  through  allowance  of  more  rapid  cost  recovery  for  tax 
purposes. 

We  believe,  in  view  of  our  worsening  trade  position,  that  Congress,  in 
addition  to  acting  promptly  on  trade  legislation,  should  give  early  consideratic 
to  bringing  the  cost  recovery  provisions  of  our  tax  laws  applicable  to  industria 
buildings  into  closer  equivalence  to  those  which  apply  to  our  major  foreign 
competitors.  As  an  initial  step,  we  recnmmpnd  reinstatement  of  the  accelerated 
depreciation  methods  and  a  40  percent  reduction  of  the  45  year  class  life 
presently  assigned  factory  buildings  under  the  ADR  system. 

Capital  Cost  Recovery  for 
Pollution  Abatement  Facilities 

Proponents  of  the  repeal  of  investment  credit  and  ADR  tefer  to  the 
combination  of  the  two  as  an  "overkill"  to  encourage  investment  in  productive 
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facilities  in  this  country.  While  we  obviously  disagree  with  this  conclusion, 
and  recommend  the  adoption  of  shorter  cost  recovery  periods  for  both  industrial 
plant  and  equipment,  it  is  quite  clear  that  there  is  a  very  substantial 
"underkill"  in  our  tax  treatment  of  investment  in  pollution  control  facilities. 

Our  present  five-year  amortization  provisions  are  not  being  used 
because  the  combination  of  investment  credit  and  ADR  is  considerably  more 
advantageous  than  a  five-year  amortization  for  such  facilities  with  the 

restrictions  imposed  by  present  section  169  of  the  Code. 

First  of  all,  this  provision  should  be  simplified  and  liberalized  by 
eliminating  the  15-year  rule  in  determining  the  amortizable  base  and  by  doing 
away  with  the  present  disqualifying  feature  of  the  law  which  discourages 
modernization  or  expansion  of  existing  plants  serviced  by  pollution  abatement 

facilities  eligible  for  rapid  amortization. 

•  nrp«;pnt  rule  that  pollution  control 

Second,  and  even  more  important,  the  present  ruie  u.a  p 

_ .  n-F-fc  arp  not  plioible  for  investment 

facilities  receiving  five-year  write-offs  are  not  eny. 

credit  should  be  changed  to  specifically  authorize  the  credit. 

Expenditures  for  pollution  control  in  the  textile  industry,  as  for  all 

industry,  do  not  increase  productivity.  They  are  additional  costs  which  must 

be  incurred  to  protect  our  environment.  But  the  investments  required  in  this 

area  are  obviously  enormous.  We  believe  that  the  nation,  through  the  tax 

system,  should  bear  a  reasonable  portion  of  these  additional  costs,  and  that 

the  special  tax  treatment  for  pollution  abatement  facilities  should  not  be 

limited  to  those  servicing  industrial  plants  in  existence  prior  to  1969. 

Finally,  we  recommend  prompt  repeal  of  the  present  statutory  requirement 
that  five-year  amortization  of  pollution  control  facilities  be  considered  a 


tax  preference  item. 
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Business  and  Manufacturing 
Conference  on  Inflation 
Pittsburgh,  Pennsylvania 
September  16,  1974 


STATEMENT  OF 
JOHN  D.  deBUTTS, 

CHAIRMAN  OF  THE  BOARD, 

AMERICAN  TELEPHONE  AND  TELEGRAPH  COMPANY 


Mr.  Secretary,  we  in  the  telephone  business  are 
more  accustomed  to  reminding  than  being  reminded  that  "your 
three  minutes  are  up."  Nonetheless  I  do  appreciate  the 
opportunity  to  make  a  brief  statement. 

I  shall  address  myself  principally  to  two  modes 
of  attack  that  seem  to  me  crucial  to  the  success  of  our 
country's  battle  against  its  twin  economic  foes,  inflation 
and  stagnation.  The  first  calls  for  government  action  to 
encourage  capital  formation,  the  second  for  renex-ied  business 
and  labor  initiative  to  enhance  productivity. 

Capital  Formation 

The  urgency  of  action  to  encourage  capital  for¬ 
mation  has  been  dramatized  by  the  President  of  the  New  York 
Stock  Exchange  in  his  forecast  of  a  $650  billion  "capital 
gap"  -  or  shortfall  in  savings  to  meet  investment  reauire- 
ments  -  over  the  next  10  years. 

But  we  don't  have  10  years  to  close  that  gap. 

The  problem  is  an  immediate  one.  Particularly  is  it  so 
for  the  utilities  -  the  power  companies,  the  telephone 
companies.  Bell  and  independent,  that  with  transportation 
comprise  the  infrastructure  of  our  economy.  If  the 
utilities  don't  grow,  the  rest  of  the  economy  can't. 
Telephone  companies,  large  and  small,  must  act  now  to 
assure  that  -  two  years  hence,  five  years  hence  -  the  plant 
will  be  in  place  to  supply  the  essential  services  we  are 
required  by  law  to  provide.  We  cannot  "wait  out"  today's 
high  capital  costs. 
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Inflation  affects  utilities  more  severely  than 
it  does  most  other  industries.  The  $10  billion  the  Bell 
System  is  spending  for  new  construction  this  year  would 
have  cost  us  but  a  little  more  than  $6  billion  10 _ years  ago. 

And  we  must  go  into  the  market  for  these  dollars  in  a  period 
op-  intense  competition  for  capital  that  has  pushed  interest 
costs  for  AAA  securities  above  the  10  per  cent  level. 

What  seems  to  me  most  urgent  is  that  the  Admini¬ 
stration  and  the  Congress  address  themselves  now  to  permanent 
measures  that  will  encourage  investors  to  invest  and  enhance 
industry’s  ability  to  attract  and  generate  the  capital  it 
needs  to  build  the  production  capacity  that  is  needed  to 
bring  supply  more  in  line  with  demand. 

More  specifically,  investors  would  be  encouraged 
to  invest  if  tax  rates  and  holding  periods  on  capital  gains 
and  losses  were  liberalized.  And  investors  would  be  en-  n 
couraged  to  invest,  I  believe,  were  some  sort  of  roll-over 
provision  enacted  that  would  allow  investors  -  as  we  do  with 
the  sale  and  purchase  of  residences  -  to  defer  payment  of 
taxes  on  the  gain  from  a  sale  of  capital  securities  if  the 
proceeds  are  reinvested  within  a  relatively  short  period. 

Also,  it  appears  to  me  that  exempting  reinvested  share  owner 
dividends  from  taxes  would  provide  a  powerful  incentive 
toward  increased  capital  formation,  at  the  same  time  pro¬ 
viding  a  strong  signal  that  public  policy  favors  broad  base 
of  individual  participation  in  the  ownership  of  enterprise. 

I  also  urge  attention  to  measures  that  would 
permit  industry  to  meet  more  of  its  capital  requirements 
from  internal  sourc.es.  Specifically,  permitting  utilities 
to  apply  the  investment  tax  credit  at  the  same  level  appli¬ 
cable  to  other  industries  would  facilitate  more  rapid  trans¬ 
lation  of  new  technology  into  service  to  the  public. _  So, 
too,  would  measures  to  assure  the  adequacy  of _ depreciation 
rates.  In  this  connection,  proposals  to  eliminate  the  Asset 
Depreciation  Range  system  (ADR)  seem  to  me  precisely  the  . 
wrong  way  to  go.  Rather  does  it  seem  to  me  that  application 
of  ADR  to  a  wider  range  of  capital  assets  would  be  appropriate. 

Finally  on  this  point,  a  fundamental:  what  most 
encourages  investors  to  invest  is  the  prospect  of  profit. 
Business  cannot  meet  its  obligation  to  modernize  and  grow 
and  create  jobs  -  nor  utilities  fulfill  their  obligation 
to  serve  -  unless  that  expectation  is  met.  Regulation  that 
thwarts  that  expectation  -  or  failure  of  the  public  to 
recognize  that  adequate  profits  serve  consumers  as  well  as 
investors  -  will  exacerbate  the  very  ills  we  are  gathered 
here  to  combat. 
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Productivi fcy 


Mr.  Secretary,  the  opportunity  you  have  provided 
us  to  participate  in  these  macroeconomic  deliberations  is  a 
welcome  one.  It  should  not,  however,  distract  us  from  those 
humbler  microeconomic  tasks  we  know  best  and  that,  if  we  do 
them  well,  will  contribute  more  to  stemming  inflation  than 
any  of  the  proposals  as  to  what  government  can  do  that  may 
arise  in  the  course  of  these  meetings.  It's  time,  I  think, 
for  all  of  us  to  do  a  better  job  of  minding  our  own  busi¬ 
nesses,  explicitly  addressing  our  energies  to  the  only  way 
the  real  income  of  Americans  can  be  improved  and  that  is 
through  increased  productivity.  We  say  that  -  we  believe 
it  -  but  it  seems  to  me  that  insufficient  attention  has  been 
paid  to  dramatizing  this  fact  to  the  American  people. 

Productivity  improvements  don' t  just  happen;  they 
are  made  to  happen.  They  have  been  made  to  happen  in  my  own 
business  -  in  large  measure  as  a  consequence  of  very  large 
capital  investments  that  enable  us  to  apply  advanced  tech¬ 
nology  to  our  plant.  Today  we  are  handling  a  volume  of 
business  28  per  cent  higher  than  we  did  three  years  ago 
with  zero  increase  in  employees.  But  not  all  of  that  pro¬ 
ductivity  improvement  cost  capital  dollars.  A  goodly  portion 
of  it  came  from  improved  operating  methods,  improved  organi-^ 
zation,  improved  incentives  -  in  short,  by  "working  smarter. 
In  this  connection,  while  I  recognize  that^we  have  scrupu-^ 
lously  avoided  the  suggestion  that  there  might  be  some  merit 
in  "working  harder,"  I  can't  help  but  wonder  what  is  really 
so  wrong  about  that  -  including  working  harder  at  the  job 
of  management. 


Conclusion 


A  final  observation,  Mr.  Secretary. 

As  chairman  of  the  U.S.  Industrial  Payroll  Savings 
Committee  I  cannot  neglect  this  opportunity  to  cite  the  role 
of  Savings  Bonds  in  the  fight  against  inflation.  As  I  hear 
the  economists,  one  way  to  ease  inflation  is  to  ease  demand 
and  one  way  to  ease  demand  is  to  divert  income  that  is  being 
currently  spent  for  consumption  into  savings  and  -  eventually  - 
into  investment  in  more  productive  facilities.  What  better 
way  to  do  that  than  through  Savings  Bonds?  What  better  w ay 
to  enlist  the  entire  working  force  of  the  United  States  in 
the  war  against  inflation  than  a  direct  appeal  from  our 
President  that  in  effect  says,  if  you'll  do  your  part  by 
investing  in  Savings  Bonds  some  small  portion  of  what  you 
spend  each  week  for  consumption,  we  in  government  will  ex¬ 
ercise  every  means  we  know  to  preserve  the  value  of  your 
savings  -  and  together  we'll  bring  this  monster  to  its  knees. 


Thank  you  very  much. 


674 


E„  M  .  Windt 

Summit  Conference  -  September  16,  1974 
Pittsburgh,  Pa. 

It  seems  evident  that  the  control  of  inflation  must 
begin  with  restraint  in  government  spending.  Therefore,  I 
will  assume  without  comment  that  every  means  possible  will  be 
used  to  restrain  all  discretionary  government  expenditures, 
at  all  levels  of  government,  and  that  every  effort  will  be 
made  to  operate  within  a  balanced  budget  at  the  federal 
level  as  early  as  1976. 

Such  a  program  will  involve  a  re-examination  of  our 
national  priorities,  balancing  needs  of  the  economy  with 
social  goals.  This  examination  may  consequently  require  that 
social  programs,  however  worthy,  be  temporarily  restricted  to 
those  that  do  not  add  to  inflationary  pressures.  (Example: 
programs  which  are  productive.) 

On  this  assumption,  I  am  restricting  my  remarks  to  two 
major  areas  of  concern:  manufacturing  capacity  and  the  capital 
shortage.  I  can  bring  personal  knowledge  to  these  areas  since 
most  of  Eaton's  products  have  some  bearing,  either  direct  or 
indirect,  on  much  of  U.S.  productive  capacity.  I  should  like 
to  offer  some  suggestions  for  actions  that  can  be  taken  to 
assist  in  these  areas  by  both  the  Executive  and  the  Legislative 
branch  of  the  government.  My  suggestions  are  not  new;  I  simply 
want  to  add  my  voice  in  support  of  them. 

First,  I  am  convinced  that  one  of  the  major  factors 
required  to  bring  about  a  reduction  in  prices  is  simply  to 
increase  capacity.  Governmental  action  should  be  aimed  at 
encouraging  the  manufacturing  segment  of  our  economy  to 
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increase  expenditures  for  capacity  expansion.  I  suggest  the 
following  actions: 

1.  Capital  recovery  allowances  to  manufacturing 
companies  that  increase  capacity,  particularly 
in  short  supply  areas. 

2.  A  moratorium  on  those  legislated  expenditures 
for  environmental,  safety  and  social  purposes 
which  have  seriously  impeded  needed  capacity 
expansion  programs. 

3 .  A  review  of  all  government  regulations  that  have 
proved  restrictive  to  the  operation  of  our  free 
economy.  Included  here  are  restrictions  on 
pricing ,  work  and  employment  practices,  certain 
regulatory  codes,  and  the  like.  Such  restrictions 
have  discouraged  the  exploration  for  and  development 
of  natural  resources  as  well  as  the  urgently 
needed  expansion  of  certain  regulated  industries. 

These  recommended  actions  will  encourage  capacity 
increases  which  will  help  reduce  the  rate  of  inflation  and,  at 
the  same  time,  make  the  United  States  more  competitive  in  world 
markets.  I  should  like  to  add  that  I  completely  disagree  with 
any  programs  that  are  designed  to  reduce  world  trade  rather  than 
to  stimulate  it. 

My  second  point,  which  follows  directly  from  the  need 
for  expanded  capacity,  relates  to  the  formation  of  capital  or 
the  capital  shortage  in  the  United  States.  I  believe  it  is 
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obvious  to  everyone  in  this  room  that  additional  capital 
accumulation  is  required  to  meet  our  country's  needs.  To 
assist  toward  this  end,  I  suggest  the  following  governmental 
actions : 

1*  Capital  allowances  to  industry  of  the  kind  I 
referred  to  earlier. 

2.  A  modification  of  the  tax  laws  designed  to 
encourage  savings  and  the  accumulation  and 
maintenance  of  capital,  as  opposed  to  present 
tax  laws  which  are  slanted  in  favor  of 
consumption. 

3.  Provide  tax  relief  which  gives  recognition  to 
inflation  in  inventory  and  other  assets  without 
requiring  the  adoption  of  complicated  and 
costly  accounting  procedures. 

4.  To  make  more  capital  available  to  industry 
by  balancing  the  budget. 

Above  all,  it  seems  to  me  that  we  must  provide  simple, 
easily  understood  solutions  that  do  not  smack  of  discriminatory 
treatment  and  that  do  not  serve  to  further  discredit  American 
industry  with  the  American  people.  To  this  end,  a  frank 
statement  of  the  pre-eminent  importance  of  a  healthy  economy 
among  our  national  goals  would  be  most  desirable. 
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September  17,  1974 


The  Honorable  Frederick  B.  Dent 
Secretary  of  Commerce 
Washington,  D.  C.  20201 

Dear  Mr.  Dent: 

Subject:  Solution  to  the  Problem  of  Inflation 

This  country  is  now  entering  the  most  critical  time  in  its  history.  We 
are  currently  embarked  on  a  course  which  inevitably  leads  to  more  and 
more  inflation,  which  will  ultimately  destroy  our  economic  institutions 
and  may  actually  cause  governmental  controls  which  could  destroy  the 
free  enterprise  system.  On  the  other  hand,  there  are  certain  corrective 
actions  which  could  be  taken  now  which  can  eliminate  or  at  least  signifi¬ 
cantly  reduce  inflation  and  be  the  first  step  in  preserving  the  most 
productive  economic  system  in  the  history  of  mankind;  that  is,  the  free 
market  economy. 

In  the  near  future,  the  President  plans  a  "Summit"  meeting  of  his  staff, 
other  appropriate  administration  officials  and  congressional  leaders, 
and  representatives  of  business  and  labor  to  consider  what  should  be 
done  to  eliminate  or  at  least  reduce  inflation. 

The  purpose  of  this  letter  is  to  offer  for  your  consideration  what  I 
believe  to  be  the  only  acceptable  solution  to  the  inflation  problem.  In 
my  opinion  there  are  three  things  which  must  be  done  to  eliminate  inflation. 
(I  do  not  profess  to  be  an  "expert"  in  economic  theory;  however,  based 
on  more  than  twenty  years  of  close  observation  of  business  and  economic 
activity,  plus  experience  in  dealing  with  people  and  observation  of  how 
they  react  to  changes  in  economic  conditions,  I  believe  I  understand  how 
our  economic  system  works.  I  am  a  graduate  engineer  -  BS/ME  -;  I  have 
been  in  the  oil  business  with  Amoco  Production  Company  over  25  years. 

During  my  professional  career  I  have  kept  abreast  of  current  economic 
and  social  events  through  the  news  media,  mainly  "Time",  "U.  S.  News  & 

World  Report",  "Wall  Street  Journal",  etc.). 

Before  outlining  my  proposed  actions,  I  must  first  define  "inflation" 
as  I  understand  it:  In  the  simplest  terms,  inflation  occurs  when, 
(relatively  speaking,)  "purchasing  power"  increases  faster  than 
available  "goods  and  services". 


The  Honorable  Frederick  B.  Dent 
September  17,  1974 
Page  2 
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I  have  written  a  similar  letter  to  the  President  of  the  United  States. 

As  an  influential  governmental  leader  who  will  be  involved  in  the 
planning  for  attacking  this  problem,  I  urge  your  serious  consideration 
of  the  ideas  expressed  herein.  It  is  my  hope  that  you  can  agree  with  my 
analysis,  and  will  endorse  these  proposals. 

The  three  courses  of  action  necessary  are: 

I.  Balance  the  Federal  Budget 

Deficit  spending  creates  purchasing  power  not  matched  by 
increases  in  available  goods  and  services  and,  therefore, 
causes  inflation. 

II.  Persuade  Labor  and  Industry  to  not  demand  or  grant  salary  and 
wage  increases  unless  matched  by  corresponding  increases  in 
productivity.  There  is  no  escaping  the  direct  inflationary 
effect  of  increasing  wages  of  an  industry's  labor  force  unless 
there  is  a  commensurate  productivity  increase.  We  are  currently 
seeing  a  direct  example  of  this.  The  automotive  industry  has 
been  pressured  into  exorbitant  wage  and  salary  increases 
(beyond  increases  in  productivity) .  It  is  now  necessary  that 
they  increase  their  product  prices  in  the  order  of  8%.  The 
automotive  industry  must  pass  on  this  increased  labor  cost  as 

an  increased  cost  of  their  product.  The  alternative  to  this 
action  is  to  go  out  of  business.  (Although  I  believe  this  is 
an  absolute  necessity  if  we  are  to  eliminate  inflation,  it 
must  not  be  attempted  through  governmental  action  by  additional 
controls  or  limitations  on  labor  and  industry.  The  only  role 
government  can  play,  without  creating  other  serious  problems, 
is  persuasion  and  advising  the  public;  plus  creating  the  legal 
environment  in  which  free  and  unpressured  wage  negotiations 
can  be  conducted.) 

III.  Control  and  limit  the  growth  of  the  money  supply  by  action  of 
the  Federal  Reserve  Board.  I  do  not  know  the  "correct"  rate 
of  growth  for  the  money  supply,  but  I  am  convinced  that  it 

must  be  limited  severely  during  inflationary  periods.  Probably, 
the  appropriate  rate  of  money  growth  is  to  match  the  rate  of 
growth  of  output  of  real  goods  and  services. 


Ihese  proposals  call  for  tremendous  statesmanship  and  leadership,  and 
great  sacrifices  on  the  part  of  the  entire  population  in  the  snort  run 
(2  to  3  years).  However,  in  the  long  run,  they  offer  hope  of  return  to 
a  stable,  healthy,  highly  productive  society. 

I  fully  appreciate  that  the  measures  I  propose  appear  almost  impossible 
to  achieve,  particularly  the  one  concerning  restraints  on  labor  for 
additional  wage  and  salary  increases.  However,  I  am  firmly  convinced 
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The  Honorable  Frederick  B.  Dent 
September  17,  1974 
Page  3 

there  are  no  easy  solutions  to  this  problem.  We  have  in  the  past  violated- 
the  three  principles  described  above  and  the  only  way  to  return  to  a 
non-inf lat ionary  situation  is  through  considerable  short-term  sacrifice. 
Also,  I  am  convinced  that  any  program  designed  to  eliminate  inflation 
which  does  not  include  these  three  fundamental  principles,  or  which 
includes  actions  or  controls  which  are  counter  productive  to  these 
principles,  is  destined  to  fail.  These  economic  principles  are  as 
constant  and  unchanging  as  the  physical  laws  of  the  universe.  They 
cannot  be  ignored. 

I  suspect  the  great  majority  of  the  people  in  this  country  have  not  made 
the  effort  or  had  the  opportunity  to  understand  how  our  economic  system 
works  and  they  do  not  understand  that  these  three  simple  principles 
offer  the  only  hope  to  solution  of  the  insidious  disease  of  inflation. 
Probably  they  do  not  recognize  that  inflation,  if  allowed  to  continue  to 
grow,  can  ultimately  cause  a  complete  economic  collapse  which  will 
destroy  the  financial  and  economic  institutions  of  this  country.  I  do 
think  that  most  people  will  be  willing  to  make  the  sacrifices  necessary 
to  eliminate  inflation  if  they  are  convinced  that  this  is  the  only  way. 

To  be  convinced,  they  must  be  advised  by  our  national  thought  leaders  in 
government,  labor  and  industry. 

This,  then,  is  the  greatest  challenge  which  has  ever  confronted  the 
leadership  of  this  nation. 

At  this  time  there  seems  to  be  an  equal  concern  that  we  are  going  to 
have  a  serious  recession  (or  a  depression) .  Let  me  comment  on  this 
thought.  Undoubtedly,  if  we  achieve  the  three  measures  I  have  described, 
in  the  short  term  there  will  be  an  adverse  effect  on  business  activity 
and  this  will  dictate  sacrifices  on  the  part  of  the  entire  population. 
However,  the  adverse  effects  of  such  a  recession  will  be  almost  insignifi¬ 
cant  compared  to  the  tragic  adverse  effects  which  an  economic  collapse 
caused  by  continuing  inflation  can  create.  This  is  the  message  which 
must  be  conveyed  to  a  significant  portion  of  the  population. 

Very  truly  yours. 


3929  Mimosa  Drive 

New  Orleans,  Louisiana  70114 
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News  Release 

News  Department,  Dearborn,  Mich.  48121 
Telephone:  (313)  322-9600 


RELEASE  AT  9  A.M.  (EDT)  THURSDAY.  SEPTEMBER  19.  1974 


Following  is  a  text  of  remarks  by  Henry  Ford  II,  chairman  of  the  board, 

Ford  Motor  Company,  at  the  Business  and  Manufacturing  Conference  on  Inflation  held 
at  the  Detroit  Heritage  Hotel,  Detroit,  Mich.,  on  Thursday,  September  19,  197^: 

I  will  not  try  to  cover  the  whole  broad  field  of  anti-inflation  policies 
but  will  confine  my  remarks  to  a  few  points  that  I  think  are  especially  important. 

Inflation  is  clearly  our  number  one  economic  problem.  If  inflation  were 
just  an  economic  problem,  it  would  be  easy  to  control  through  the  classic  economic 
remedies  of  fiscal  and  monetary  stringency.  Unfortunately,  fiscal  and  monetary 
stringency  cause  lower  incomes,  higher  unemployment  and  social  stress,  and  this 
makes  inflation  a  social  and  a  political  problem  as  well  as  an  economic  problem. 

I  believe  that  the  American  people  will  be  willing  to  take  the  cure  even 
though  it  hurts  if  they  are  convinced  that  the  alternative  is  worse.  The  first 
requirement  for  success  in  the  fight  against  inflation  is  to  make  people  understand 
that  out-of-control  inflation  cannot  be  lived  with  and  that  there  is  no  quick  and 
painless  cure. 

Such  inflation  cannot  be  lived  with  because  it  will  destroy  our  economy 
if  it  is  not  checked.  It  cannot  be  cured  quickly  or  painlessly  because  it  is  caused 
primarily  by  worldwide  excessive  demands  on  productive  resources  and  slowing  these 
demands  will  take  time  and  cause  hardship. 

A  few  simple  figures  tell  the  story  for  our  company.  During  the  1973  model 
year,  Ford's  costs  per  vehicle  went  up  about  $200  because  of  labor  rates,  materials 
costs  and  other  economic  factors.  Of  that  increase,  57  per  cent  was  the  result  of 
labor  cost  increases,  while  25  per  cent  reflected  increases  in  the  prices  of  materials. 
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During  the  1974  model  year,  the  same  factors  raised  unit  costs  nearly  $600.  Only 
25  per  cent  of  that  increase  was  the  result  of  labor  costs,  while  67  per  cent  was 
caused  by  soaring  prices  for  steel,  copper,  aluminum,  plastics,  fuels  and  other 
materials. 

Because  these  commodities  are  traded  in  world  markets,  U.  S.  prices  will 
continue  to  be  influenced  by  world  demand  and  supply  as  well  as  by  domestic  demand 
and  supply.  All  nations  share  the  responsibility  to  keep  demand  in  balance  with 
supply,  but  the  major  industrial  nations  and  particularly  the  United  States  have 
the  largest  responsibility  because  they  account  for  the  greater  part  of  world 
demand. 

The  longer-term  outlook  for  raw  materials  is  critically  important  for 
the  growth  of  our  economy.  I  believe  it  is  urgent  that  a  Presidential  Commission, 
like  the  Paley  Commission  of  25  years  ago,  be  established  to  study  the  nation's 
long-run  requirements  for  raw  materials  and  the  prospects  for  supply  from  domestic 
and  overseas  sources.  Such  a  study  might  well  indicate  the  need  for  new  national 
policies  to  provide  for  adequate  supplies  of  materials  or  the  timely  development  of 
substitutes  for  any  whose  future  availability  is  in  doubt. 

Curing  inflation  will  take  less  time  —  and  cause  less  hardship  and  less 
social  and  political  disruption  —  if  fiscal  and  monetary  restraint  is  accompanied 
by  restraint  in  legislation  and  regulation  that  increase  costs  to  consumers  and  add 
to  the  strain  on  available  resources.  Even  though  these  mandated  uses  of  additional 
resources  do  not  show  up  in  the  Federal  budget,  they  have  become  a  major  source  of 
excessive  demand. 

About  10  per  cent  of  annual  capital  expenditures,  or  about  $11  billion  a 
year,  is  now  going  to  meet  environmental  and  safety  standards  for  plants  and  products. 
None  of  these  mandatory  expenditures  increases  productivity  or  adds  the  capacity 
needed  to  relieve  shortages  and  provide  more  jobs  in  the  future  and  they  displace 
investments  needed  to  support  economic  growth. 
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Current  and  proposed  new  safety,  emissions  and  damageability  standards 
for  1976,  '77  and  '78  model  cars  would  add  about  $750  per  car  or  $8  billion  a 
year  to  consumer  expenditures  if  we  could  meet  all  of  them.  These  standards  would 
also  add  about  two  million  tons  a  year  to  the  materials  requirements  of  the  auto¬ 
mobile  industry,  probably  would  increase  gasoline  consumption  of  each  new  car  by 
about  25  per  cent,  and  would  require  more  than  $1  billion  of  fixed  investment  by 
Ford  Motor  Company  alone.  In  total,  these  increases  in  demand  for  materials,  energy 
and  capital  would  generate  substantial  inflationary  pressure. 

It  is  essential  that  this  whole  matter  of  new  standards  of  all  kinds 
affecting  costs  and  capital  demand  be  reviewed  at  the  highest  levels  of  government. 
%  own  view  is  that  all  but  the  most  urgently  needed  new  standards  should  be 
deferred  starting  January  1,  1975  —  by  administrative  action,  where  possible,  and 
by  Congressional  action,  where  new  standards  are  mandated  by  legislation.  The 
deferral  should  be  for  at  least  five  years  so  that  long-lead  capital  expenditures 
that  would  otherwise  be  necessary  in  the  near  future  can  be  avoided.  This  would 
help  us  to  get  inflation  under  control  more  quickly  by  slowing  price  increases 
directly,  by  reducing  excessive  demand  for  materials  and  energy  and  by  releasing 
capital  needed  to  expand  capacity  and  improve  productivity. 

Improving  public  safety  and  the  environment  are  high  priority  national 
goals.  During  the  next  few  years,  however,  major  safety  and  environmental  gains 
will  be  produced  by  standards  already  in  effect.  By  deferring  new  standards,  we 
can  make  a  major  contribution  to  the  struggle  against  inflation  in  return  for  a 
minor  slowing  of  safety  and  environmental  progress.  In  view  of  the  social  and 
economic  disruption  and  the  political  strains  caused  by  inflation,  I  believe  we 


m 


have  no  other  choice. 


688 


Statement  of 
Henry  Ford  II 
Chairman  of  the  Board 
Ford  Motor  Company 
For  the  Official  Record  of  the 
Business  and  Manufacturing  Conference  on  Inflation 
Detroit,  Michigan 


September  19,  1974 


689 


The  simplest  way  to  summarize  my  views  on  inflation  is  to  quote  from  a 
statement  issued  on  July  30,  1974  in  connection  with  our  1975  model  national 
news  preview: 

"These  are  difficult  times  for  the  American  economy,  but  the 
difficulties  are  neither  my sterious'noT  incurable.  Although  other 
factors  have  contributed,  today's  unprecedented  rate  of  inflation 
has  its  roots  in  the  decision  to  finance  the  Vietnam  War  and  expand 
domestic  programs  at  the  same  time  by  increasing  the  Federal  debt 
and  printing  money  instead  of  seeking  tax  increases  that  would  have 
made  the  war  even  more  unpopular.  The  pattern  of  excessive  demand 
has  continued  during  most  of  the  past  10  years,  and  inflation  is  the 
inevitable  result.  In  spite  of  the  discouraging  developments  of  the 
past  few  years,  we  believe  there  are  no  reasons  why  the  traditional 
remedies  of  fiscal  and  monetary  responsibility  will  not  work  if  the 
United  States  has  the  fortitude  to  apply  them  firmly  and  the  patience 
to  wait  for  results.  " 

To  these  general  observations,  I  should  like  to  add  a  few  specific 
comments: 

First,  I  believe  that  fiscal  and  monetary  policy  should  be  tightened 
gradually  to  bring  inflation  down  to  an  acceptable  level  without  throwing  the 
economy  into  recession.  Federal  expenditures  in  Fiscal  Year  1975  should  be 
cut  substantially  below  $300  billion,  and  the  budget  for  Fiscal  1976  should  be 


in  balance. 
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Continued  moderation  in  the  growth  of  the  money  supply  is  needed  to  help 
slow  the  growth  of  demand.  Money  increased  at  a  moderate  5-1  /2%  rate  from 
August,  1973  to  August  of  this  year,  down  substantially  from  the  rapid  7.  9% 
average  rate  for  1972  and  the  first  eight  months  of  1973.  Money  growth  was 
reduced  sharply  to  a  2-1/2%  annual  rate  in  the  two-month  period  from  June  to 
August  of  this  year.  Continuation  of  such  a  low  rate  of  growth  would  cause  an 
abrupt  slowdown  in  demand  leading  to  a  recession.  I  believe  the  immediate 
objective  for  monetary  policy  should  be  to  maintain  a  5-6%  rate  of  growth  for 
the  next  12  months.  Money  growth  should  be  cut  to  4-5%  during  the  following 
\  2.  months.  These  recommendations  are  based  on  the  expectation  that  inflation 
will  slow  to  about  8%  by  the  middle  of  next  year  and  to  7%  by  the  end  of  1975. 

If  the  inflation  rate  should  slow  less  than  this,  a  more  gradual  reduction  of  money 
growth  would  be  appropriate  in  order  to  avoid  a  recession.  Without  a  commit¬ 
ment  to  fiscal  and  monetary  discipline,  however,  we  simply  cannot  reduce  the 
inflation  rate  and  get  back  to  price  stability. 

Second,  effective  income  maintenance  is  needed  for  those  who  inevitably 
will  bear  the  costs  of  anti-inflationary  policy.  I  recognize,  and  regret,  that 
even  gradual  restoration  of  fiscal  and  monetary  control  will  mean  higher  unemploy¬ 
ment  for  a  period  of  several  years.  The  alternative,  I  believe,  is  worse.  Inflation 
hurts  everyone,  including  the  unemployed,  because  of  the  inequities  it  creates, 
because  it  undermines  economic  efficiency  and  because  it  reduces  the  real  income 
of  all. 

To  alleviate  the  hardships  of  the  unemployed,  I  support  the  adoption  of  a 
realistic  and  effective  program  of  income  maintenance  to  provide  cash  payments 
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to  those  whose  incomes  are  below  the  level  acceptable  to  society.  The  present 
overlapping  and  burdensome  structure  of  welfare  programs  should  be  thoroughly 
overhauled.  Income  maintenance  should  be  adequate,  it  should  be  simple  so  that 
people  can  understand  their  rights,  and  it  should  not  undermine  economic  inde¬ 
pendence. 

In  addition,  unemployment  compensation  should  be  extended  to  52  weeks 
from  the  present  39-week  maximum.  The  cost  of  extended  coverage  should  be 
paid  out  of  general  government  revenues,  not  normal  funding,  because  of  the 
extraordinary  cause  of  lengthy  unemployment  and  because  the  employers  affected 
will  themselves  be  bearing  some  of  the  costs  of  the  economic  slowdown. 

It  may  also  be  necessary  to  provide  special  public  employment  for 
marginal  workers  who  are  unlikely  to  find  private  employment  until  normal 
economic  growth  resumes.  This  problem  can  be  mitigated  to  some  extent  by 
lowering  the  minimum  wage  for  teen-agers,  but  a  need  for  some  public  employ¬ 
ment  may  remain. 

Third,  I  believe  we  need  a  steadier  course  in  national  economic  policy  in 
general  so  that  businesses  and  individuals  can  do  the  planning  required  to  control 
costs  and  make  the  most  efficient  use  of  their  resources.  The  several  phases  of 
wage  and  price  controls  have  proved  ineffective  against  inflation  and  wasteful 
because  of  the  shortages  and  misallocations  they  caused.  Selective  temporary 
credit  controls  would  not  restrain  the  overall  amount  of  spending  power  in  the 
economy,  but  would  merely  shift  spending  from  one  sector  to  another.  What  is 
needed  is  continuing  Federal  Reserve  monetary  restraint  in  order  to  limit  bank 
reserves  and  bank  credit  --  the  essential  underpinning  of  all  credit  extension. 
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I  am  also  opposed  to  short-run  changes  in  the  tax  structure  such  as  an  increase 
in  the  investment  tax  credit  or  other  actions  to  stimulate  investment  in  the  short- 
run.  We  need  long-run  encouragement  to  investment,  but  measures  that  are 
turned  on  and  off  will  have  little  short-run  effect  and  --  like  all  major  shifts  in 
national  economic  policy  --  they  hurt  the  long-run  climate  for  investment  by 
creating  uncertainty.  Long-range  price  stability  must  be  based  on  more  savings, 
more  investment  and  less  consumption,  in  order  to  bring  supply  and  demand  into 
overall  balance. 

Fourth,  to  have  both  stable  prices  and  growth  of  output  and  employment, 
growing  supplies  of  basic  materials  must  be  assured  at  reasonable  prices. 

I  am  concerned  about  the  real  danger  that  efforts  by  individual  countries  or 
blocs  to  promote  their  own  interests  unilaterally  may  disrupt  the  entire  flow 
of  goods  and  capital  among  nations. 

I  suggest  that  the  President  of  the  United  States  should  call  a  conference 
of  the  major  industrial  nations  as  a  step  toward  greater  international  cooperation 
in  balancing  supply  and  demand,  a  better  outlook  for  stability  in  raw  material 
supplies  and  prices,  the  strengthening  of  international  financial  mechanisms  and 
new  ways  of  reconciling  the  conflict  between  the  interest  of  the  industrial  nations 
in  abundant,  low-priced  raw  materials  and  the  legitimate  aspirations  of  the 
developing  nations  for  a  higher  standard  of  living  for  their  people.  In  an  increas¬ 
ingly  interdependent  world,  all  nations  must  recognize  that  no  nation  can  advance 
its  own  interests  by  ignoring  the  interests  of  others. 

In  addition,  I  believe  it  is  urgent  that  a  Presidential  Commission,  like 
the  Paley  Commission  of  25  years  ago,  be  established  to  study  the  nation's 
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long-run  requirements  for  raw  materials  and  the  prospects  for  supply  from 
domestic  and  overseas  sources.  Such  a  study  might  well  indicate  the  need  for 
new  national  policies  to  provide  for  adequate  supplies  of  materials  or  1  he  timely 
development  of  substitutes  for  any  whose  future  availability  is  in  doubt. 

Finally,  1  believe  we  must  give  serious  attention  to  an  array  of  Federal 
policies  that  tend  to  push  prices  up  and  to  raise  the  level  of  inflation.  These 
include  rapid  increases  in  the  minimum  wage,  aspects  of  national  labor  relations 
policy  which  encourage  excessive  labor  cost  increases  in  highly  organized  sectors 
of  the  economy,  ove  r  -  regulation  which  discourages  competition  in  transportation 
and  other  major  sectors,  subsidies  in  the  form  of  price  support  programs, 
governmental  monopoly  of  postal  services,  inefficiencies  in  the  public  sector 
and  the  rapid  escalation  of  Fede ra lly -mandated  expenditures  in  the  private  sector. 

About  10  per  cent  of  annual  capital  expenditures,  or  about  $11  billion  a 
year,  is  now  going  to  meet  environmental  and  safety  standards  for  plants  and 
products.  None  of  these  mandatory  expenditures  increases  productivity  or  adds 
the  capacity  needed  to  relieve  shortages  and  provide  more  jobs  in  the  future  and 
they  displace  investments  needed  to  support  economic  growth. 

Current  and  proposed  new  safety,  emissions  and  damageability  standards 
for  1976,  '77  and  '78  model  cars  would  add  about  $750  per  car  or  $8  billion  a 
year  to  consumer  expenditures  if  we  could  meet  all  of  them.  These  standards 
would  also  add  about  two  million  tons  a  year  to  the  materials  requirements  of 
the  automobile  industry,  would  require  more  than  $1  billion  of  fixed  investment 
by  Ford  Motor  Company  alone,  and  probably  would  increase  gasoline  consumption 
of  each  new  car  by  about  25  per  cent. 
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Soaring  energy  costs  are  a  significant  part  of  the  overall  inflation  problem. 
Conservation  of  energy  can  therefore  make  an  important  contribution  to  control 
of  inflation.  By  the  same  token,  government  standards  which  increase  the  fuel 
consumption  as  well  as  the  price  of  vehicles  give  inflation  a  double  boost. 

It  is  essential  that  this  whole  matter  of  new  standards  of  all  kinds  affecting 
costs  and  capital  demand  be  reviewed  at  the  highest  levels  of  government.  At 
present,  no  one  knows  what  fraction  of  Gross  National  Product  is  being  devoted 
to  meeting  government  standards.  We  need  to  know  the  total  cost  impact  of 
standards  and  then  decide  whether  the  costs  are  reasonable  in  light  of  the  benefits 
they  bring  and  all  the  other  pressing  claims  on  national  resources. 

Whatever  the  outcome  of  such  a  review,  I  believe  that  all  but  the  most 
urgently  needed  new  standards  should  be  deferred  starting  January  1,  1975  -- 
by  administrative  action,  where  possible,  and  by  Congressional  action,  where 
new  standards  are  mandated  by  legislation.  The  deferral  should  be  for  at  least 
five  years  so  that  long -lead  capital  expenditures  that  would  otherwise  be  necessary 
in  the  near  future  can  be  avoided.  This  would  help  us  to  get  inflation  under  con¬ 
trol  more  quickly  by  slowing  price  increases  directly,  by  reducing  excessive 
demand  for  materials  and  energy  and  by  releasing  capital  needed  to  expand  capacity 
and  improve  productivity. 

Improving  public  safety  and  the  environment  are  high  priority  national 
goals  and  I  am  not  suggesting  that  they  should  be  scrapped  as  part  of  the  struggle 
against  inflation.  But  I  am  suggesting  that  the  root  cause  of  inflation  is  the 
illusion  that  we  can  have  everything  we  want  all  at  once.  During  the  next  few 
years,  major  safety  and  environmental  gains  will  be  produced  by  standards  already 
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in  effect.  By  deferring  new  standards,  we  can  make  a  major  contribution  to 
the  struggle  against  inflation  in  return  for  a  minor  slowing  of  safety  and  environ¬ 
mental  progress.  In  view  of  the  social  and  economic  disruption  and  the  political 
strains  caused  by  inflation,  I  believe  we  have  no  other  choice. 
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REPRINTED  AS  APPEARED 


122  Years  of  Public  Service/  Founded  July  1.  1852 


By  TED  SCHAFERS 
Business  &  Financial  Editor 
Rising  inflation  is  a  matter 
of  serious  concern  for  every 
American  but  another  prob¬ 
lem  even  more  serious,  if  not 
resolved  soon,  "is  the  grow¬ 
ing  inability  of  American 
business  to  raise  the  capital 
needed  for  its  growth  and 
survival.” 

This  is  the  opinion  of  Jo¬ 
seph  Friedman,  board  chair¬ 
man  of  Chromalloy  American 
Corp.,  worldwide  diversified 
company  here  which  employs 
about  20,000  persons. 

“So  long  as  people  are 
working,  they  can  gradually 
cope  with  most  of  the  prob¬ 
lems  of  inflation.  But,  if  the 
equity  markets  dry  up  be¬ 
cause  there  is  no  coordinated 
economic  policy  to  preserve 
this  country’s  ability  to  raise 
capital  at  reasonable  costs, 
you  will  see  chaos  here  within 
two  years,”  he  declared. 

“Adequate  capital  is  the 
lifeblood  of  business  and  the 
only  real  job-generator,”  he 
added 

Returning  here  after  put¬ 
ting  in  50,000  miles  of  travel 
in  less  than  tv/o  months,  in¬ 
cluding  a  trip  to  Russia 
where  Chromalloy  opened  a 
business  office,  Friedman 
said. 

The  No.  1  concern  ex¬ 
pressed  by  businessmen  is  a 
lack  of  intelligent  direction  of 
U.S.  economic  policy,  and  the 
impact  of  plunging  stock 
market  prices  on  the  capabil¬ 
ity  of  American  industry  to 
raise  new  funds  through  equi¬ 
ty  financing. 


100  of  America’s  finest  com¬ 
panies  today  are  selling  at  50 
per  cent  true  value.  These 
companies  cannot  sell  new 
stock  to  raise  capital.  So  they 
are  forced  into  bonds  at  10  to 
12  per  cent  interest,  or  into 
banks  at  12  to  15  per  cent.  And 
those  interest  costs  are 
passed  on  to  the  consumer  — 
thus  further  aggravating  in¬ 
flation,”  said  Friedman. 

“1  found  very  few  business¬ 
men  of  any  prominence  who 
subscribe  to  the  high-interest 
rate  policy  of  the  Federal  Re¬ 
serve  Board  directed  by  its 
chairman,  Arthur  Burns. 
Show  me  one  period  in  our 
history  where  Americans 


have  had  prosperity  during  a 
period  of  tight  money,”  he 
said. 

Reminded  that  even  tne 
top-ranked  economists  disa¬ 
gree  over  how  to  solve  infla¬ 
tion  and  have  been  proven 
wrong  the  past  two  years  on 
their  predictions,  Friedman 
replied: 

"I  have  my  own  opinion  of 
economists  and  financial  ana¬ 
lysts  But  that’s  not  impor¬ 
tant.  What  we  need  to  do  is 
get  advice  from  more  practi¬ 
cal  men,  and  settle  on  a  defi¬ 
nite  economic  policy  that  will 
encourage  business  to  expand 
and  thus  provide  more  jobs, 
rather  than  run  for  cover  as 
so  many  are  doing  now.” 

Friedman  said  “it  is  time 
for  the  press,  too,  to  take  a 
more  constructive  look  at  the 
needs  of  American  business, 
yes,  what  the  very  survival  of 
a  free  enterprise  system, 
means  to  everyone  in  this 
country.  I  use  the  term  ’con¬ 
structive’  not  in  the  sense 
that  all  the  faults  of  business 
be  overlooked,  but  that  its  ac- 
complishments  and  needs 
gain  better  recognition,”  he 
declared. 

ON  AUG.  1,  a  committee  of 
a  dozen  officers  of  New  York 
banks  and  investment  firms 
wrote  a  letter  to  President 
Nixon  asking  that  a  White 
House  Office  be  established 


“to  assure  the  effectiveness 
of  this  nation’s  capital  raising 
processes.” 

This  office  would  have  au¬ 
thority  to  recommend  legisla¬ 
tion  where  needed  and  would 
also  initiate  and  coordinate 
policy  with  the  Federal  Re¬ 
serve  Board,  the  Securities  & 
Exchange  Commission,  the 
Treasury  Department  and 
the  Justice  Department  as 
well  as  other  agencies. 

Said  Friedman:  “What  con¬ 
cerned  this  committee  is  that 
no  one  person  or  office  in  this 
country  now  has  specific  au¬ 
thority  or  responsibility  to 
tackle  this  country's  capital 


“Adequate  capital  is 
the  lifeblood  of  busi¬ 
ness  and  the  only  real 
job-generator.  ” 


needs.  And  in  the  words  of 
this  distinguished  group,  it  is 
now  time  to  give  this  matter, 
‘highest  priority'. 

"So  far  as  I  have  been  able 
to  determine  that  plea  got 
lost  in  the  turmoil  of  Water¬ 
gate.  But  I  say,  if  the  warning 
goes  unheeded,  the  repercus¬ 


sions  to  the  nation’s  economic 
and  social  structure  will 
make  Watergate  pale  by  com¬ 
parison.” 

Friedman  feels  that  there 
are  stiil  too  many  people  in 
academic  and  government 
fields  of  influence  who  still  do 
not  understand  that  "busi¬ 
ness  without  profit  cannot 
raise  capital  and  without  ade¬ 
quate  capita!,  it  cannot  sur¬ 
vive.” 

He  also  feels  that  too  many 
business  writers  “emphasize 
total  dollar  profits,  rather 
than  what  those  profits  repre¬ 
sent  as  a  return  on  invested 
capital.” 

Business  has  been  at  fault 
too,  “we  have  not  done  an  ef¬ 
fective  job  of  communica¬ 
tion.  I  still  feel  that  Ameri¬ 
cans,  given  the  facts,  will  find 
the  right  answers.” 

What  should  Congress  be 
doing  to  encourage  equity,  in¬ 
vestment?  Said  Friedman: 

ONE:  Support  rather  than 
attack  measures  to  increase 
investment  tax  credits  where 
used  to  open  up  new  job  op¬ 
portunities. 

TWO:  End  the  double  taxa¬ 
tion  of  profits.  Corporations 
now  pay  50  per  cent  tax  on 
profits.  Then  stockholders 
are  taxed  on  the  profit  that 
remains  and  is  disbursed  as 
dividends.  “No  other  country 
has  such  a  double-taxation,” 
he  said. 
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901  WEST  LAFAYETTE  BOULEVA 
DETROIT,  MICHIGAN  4322G  l 


MAIN  OFFICE 


Area  313  /  962  3444 


MARVIN  A.  FRENKEL 
Vice  President 


August  29,  1974 


The  Honorable  Frederick  B.  Dent 
Secretary  of  Commerce 
Washington  D.C.  20230 

Dear  Secretary  Dent: 

Thank  you  very  much  for  your  July  31,  1974  letter 
notifying  me  formally  of  my  appointment  to  the 
Industry  Sector  Advisory  Committee  (ISAC)  on  Leather 
and  Leather  Products.  It  is  a  pleasure  and  honor 
for  me  to  join  this  Committee.  Thank  you  very  much. 


Enclosed  is  my  article 

The  Abridging  of  our  Freedom  of  the  Press 


Without  Really  Trying 


which  identifies  soma  additional  causes  of  the  current 
inflation.  Would  appreciate  very  much  your  comments. 
Again  thank  you  and  kindest  regards. 

Sincerely, 


/ 


MAF:aaa 

Enclosure 
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THE  ABRIDGING  OF  OUR  FREEDOM  OF  THE  PRESS  ~ 


WITHOUT  REALLY  TRYING 


The  First  Amendment  to  the  Constitution  says,  ''Congre33  shall 
make  no  law. .  .abridging  the  freedom... of  the  pre33."  But  lav3 
made  in  other  area3  (foreign  policy  and  foreign  trade)  causing 
inflation  have  abridged  our  freedom  of  the  press  without  really 
trying.  The  power  to  tax  is  the  power  to  destroy;  that  is  why 
newspapers  and  magazines  are  exempt  from  sales  taxes.  Inflation 
is  the  insidious  secret  tax  that  steals  from  us  all  including 
the  Free  Press. 

In  recent  years,  paper,  nail,  and  other  cost  increases, 
caused  by  inflation  shortages,  have  made  it  ever  more  difficult 
for  newspapers  and  magazines  to  exist. 

Look  and  Life  magazines,  once  great  regular  publications, 
are  gone.  Esquire ,  many  others,  and  newspapers  are  shrunx  in 
size  and  content.  So,  clearly  our  free  press  is  abridged. 

*  *  * 

According  to  the  shrunken  New  York  Times,  "We  are  in  a 
time  of  concentrated  media  power,  with  three  national  television 
networks  and  only  one  or  two  newspaper  ownerships  in  most 
cities."1 * 

"It  is  proper  to  take  alarm  at  the  first  experiment  on  our 
liberties."3  "I  believe  there  are  more  instances  of  the 
abridgment  of  the  freedom  of  the  people  by  gradual  and  s£lent 
encroachments. . . than  by  violent  and  sudden  usurpations." 


1New  York  Times.  March  24,  1974.  P.  2E. 

aJames  Madison,  4th  President  of  the  United  States,  a 
Memorial  and  Remonstrance,  addressed  to  the  General  Assembly 
of  the  Commonwealth  of  Virginia,  1785. 

kjatnea  Madison,  address  Virginia  Convention,  June  16,  1738. 


Marvin  A.  Frenkel,  901  W.  Lafayette  Boulevard,  Detroit,  Michigan 
All  rights  reserved  Stylistic  Aid,  E.A.  Arnason 
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*  a  * 

SOME  CAUSES  AND  EFFECTS  OF  THE  INFLATION 

Our  foreign  policies  and  foreign  trade  policies  have  in 
large  part  caused  our  high  inflation,  dollar  devaluations,  and 
shortages.  Our  standard  of  living  is  falling. 

Instead  of  our  accustomed  1st  place  per  capita  gross 
national  product,  in  1972.  we  were  4th. 

1972  PER  CAPITA  GNP2 


1st 

Switzerland 

$6,200 

2nd 

Sweden 

5,850 

3rd 

W.  Germany 

5,600 

4  th 

U.S. A. 

5,500 

AAA 


Billions  of  U.S.  Dollars  in  Foreign  Hands 

I960  1965  1970  1973 

21  29.6  47  93.2  ^Footnote  3) 

Because  energy  is  basic,  its  demand  is  a  good  indicator  of 
demand  in  general.  The  energy  demand  of  the  free  world  outside 
the  United  States  has  climbed  much  faster  than  the  U.S.  demand. 
As  Europe's  and  Japan's  demand  for  energy  has  gone  up,  so  has 
their  standard  of  living  and  their  demand  for  all  materials 
Including  paper. 


2New  York  Times,  November  25,  1973,  attached. 

3Treasury  Bulletin,  International  Financial  Statistics 
Table  IFS-2-U.S.  Liquid  and  Other  Liabilities  to  All  Other 
Foreigners  33  of  July,  1973.  Attached. 
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1  J7% 
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Demand  ha*  been  proving  steadily.  Assuming  no  significant  Iimilalions  in  available  supply, 
mo  outlook  is  for  suslamcd  piowlh,  almost  doubling  wortd  consumption  by  193S 


line  Magazine  Ad, 


November , 


1973. 


Marvin  A.  Frenkel,  June  12,  1974. 
Detroit,  Michigan  48226 
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TOTAL  HON-COMMUNIST  WORLD  ENERGY  DEMAND 

rniti.,0/vj  or  Sabr^i.* 

W'LY  oit_ 

£90*  v/L  ANT 


F,f  Elects 


Showing  how  the  Billions  we  have  given  away  gave  the  non- 
Communlst  world  the  money  to  increase  their  energy  demand. 


Mar via  A.  Frenkel,  June  18,  1974 
Detroit,  Michigan  48226 
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As  of  July,  1973,  foreigners  held  $93,217,000,000  (93.2 
Dollars)  worth  of  American  currency,  stocks  and  bonds  up  iron  $15  Billion 
In  1957.  If  ^7  had  earned  all  this  by  producing  goods  and  serric.es 
on  the  same  basis  as  Americans,  we  would  not  be  experiencing  our 
rap-»d  inflation  and  severe  shortages.  But,  they  did  not  earn  the,., 

$' Billions  by  producing  goods  and  services  on  the  same  basis  as 
Americans.  In  large  part  we  gave  the  $  Billions  to  them,  and  tn 
$  Billions  are  bidding  up  prices  of  real  goods  all  over  the  world. 

The  result  is  inflation  at  home  and  abroad. 

At  the  name  time  foreigners  acquired  tens  of  Billions  of 
American  dollars  almost  free,  our  National  Debt  has  risen  by 
more  tens  of  billions  of  dollars  paying  bills  for  foreigners 
that  they  should  pay.  As  some  of  our  allies  grow  richer,  we 

go  deeper  into  debt. 

Here  are  some  ways  foreigners  acquired  these  "free" 

$  Billions  and  we  paid  on  their  behalf  more  $  Billions. 


U.S.  defense  of  the  free  world 


Free  U.S.  know-how 

Our  rebuilding  of  war  shattered  countries 

"Slave  trade"  -  Imported  goods,  made  at  wages  and 
conditions  well  below  those  allowed  by  American 
law,  are  freely  shipped  in  Interstate  Commerce, 
resulting  in  the  slaughter  of  American  factories 
and  the  loss  of  American  jobs,  while  foreigners 
pump  out  billions  of  dollars  in  unfair  profits. 

A  super  bonanza  of  U.S.  Dollars  from  devaluations 
caused  by  the  above.  In  order  to  pay  for  tnese 
benefits  given  foreigners,  the  U.S.  Government  has 
gone  further  and  further  into  debt  creating  money 
not  earned.  As  a  result,  the  U.S.  Dollar  was 
weakened  and  devalued.  So,  some  of  our  allies  ga, 
more  dollars  than  before  in  return  for  their 
currency  —  their  marks  or  yen. 


Marvin 


Frenkel,  June  20,  .1974, 


Detroit,  Michigan 


48225 
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a  a  * 


Paper ,  the  basic  material  of  our  Free  Press,  is  made  from 
wood.  At  present,  "...^eventy  percent  of  the  wood  cut  in  Alaska 
is  shipped  to  Japan..." 

"Newspaper  Headlines  called  it  ’Another  Crisis  on  the  Way! ' 
Last  spring,  lumber  and  plywood  prices  reached  a  new  peak,  double 
those  of  1970. . .Woodpiles  beside  60  million  dollar  pulp  mills 
shrank  to  only  a  days  supply ..  .Congress  debated  a  ban  on  timber 


exports. 


a  *  * 


After  the  Second  World  War,  America  did  not  loot,  pillage, 
and  demand  reparations  as  other  countries  have  of  their  defeated 
enemies.  Instead  we  rebuilt  the  war-shattered  countries  and 
economies  at  great  costs  to  ourselves  till  they  too  became  free 
and  prosperous  peoples.  We  gave  them  Billions  of  Dollars  in 
food,  material,  machinery,  and  the  latest  technology,  and  their 
factories  are  now  the  most  modern  in  the  world.  We  protect  them 
and  their  shipping  on  the  high  seas  with  our  Armed  Forces  -  at 
our  cost.  We  have  opened  the  great  market  of  the  United  States 
of  America  to  a  flood  of  their  products. 

These  policies  made  sense  for  a  few  years  after  World  War 
II,  but  they  have  become  expensive  habits,  which  we  can  no  longer 
afford . 


4  It  is  at  least  as  much  in  the  self  interest  of  our  allies 
or  the  U.S.  to  remain  powerful  and  able  to  protect  the  free 
world.  They  need  us;  we  need  them;  they  need  us  more  than  we 
need  them.  Their  wealth  will  be  worth  nothing  if  the  United 
States  Is  weakened  or  goes  bankrupt. 


A  A  A 


The  following  example  shows  our  disadvantages  vis-a-vis 
Japan.  Much  of  it  ±3  true  of  other  countries. 


5 

National  Geographic,  April  1974.  P.  492,  attached. 
National  Geographic,  April  1974.  P.  485,  attached. 
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ANOMOLIES  OF  UNITED  STATES  POLICY  TOWARD  JAPAN 

If  Japan  in  the  1940's  had  von  the  war  they  could  not  have 

obtained  the  benefits  they  have  today. 

1.  Japan  has  become  the  creditor  nation  and,  we,  the  United 
States  the  debtor. 

2.  The  United  States  Armed  Forces,  supported  by  American  tax¬ 
payers,  protect  Japan  from  foreign  aggression. 

3.  The  United  States  Armed  Forces  (at  a  huge  coat  in  life, 
blood,  tears,  and  costa  of  hundreds  of  $  Billions  to  U3) 
have  opened  new  markets  for  Japan,  3uch  as  Korea,  Vietnam. 

4.  The  United  States  permits  Japan  to  export  almost  at  will 
Into  the  United  States,  whereas  Japan  has  severe  restrictions 
against  importing  from  the  United  Statea  any  products  which 
they  do  not  have  to  import  (e.g.)  they  have  to  import  raw 
materials;  they  do  not  have  to  import  automobiles. 

5.  Japanese  traders  ship  products  into  the  United  States  maae 
by  workers  paid  so  little,  in  unsafe  factories  polluting 
so  much  with  working  conditions  so  poor  that  if  those 
factories  were  here  the  Federal  Government  would  close  them 
and  file  criminal  and  civil  charges  against  the  owners  for 
sub— legal  wages,  pollution,  OSHA,  Fair  Labor  Standards, 
Social  Security,  and  child  labor  violations. 

6.  Because  the  United  States  protects  Japan  and  gives  it  free 
markets,  Japan  pays  almost  nothing  to  support  its  armed 
forces  (less  than  11  of  its  GNP  or  $25  per  year  per  person 
compared  with  U.S.A.  $400  per  year  per  person)  and  even 
less  in  contributing  to  develop  underdeveloped  nations. 
Therefore,  their  costs  of  production,  aside  from  their  lower 
wage  rates  and  higher  productivity,  can  be  and  are  much 
lower  than  U.S.  costs.  Thus,  they  are  able  to  take  markets 
away  from  us  -  both  old  markets  and  the  new  ones  we  open  up 
through  the  development  of  underdeveloped  countries. 

7.  Unlike  the  American  businessman,  Japanese  businessmen  have 
complete  freedom  in  their  use  of  expense  accounts.  It  Is 
common  for  Japanese  businessmen  to  spend  thousands  of 
dollars  lavishly  entertaining  American  custgmers  with  the 
acquiescence  of  the  Japanese  tax  collector. 


^New  York  Times  -  A  Curious  War,  Even  Depicted  on  Picture 
Postcards,  March  7,  1970. 

®U.S.  News  L  World  Report,  March  9,  1970. 
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II  Ue  should  present  Japan  with  a  bill  for  services  rendered 
of  at  least  500  Million  Dollars  per  month  and  collect  It. 

The  services  are: 

A.  Protecting  Japan  from  foreign  aggression. 

E.  Opening  markets  for  Japan  including  the  United  States 

C.  Protecting  their  shipping  on  the  high  seas. 

Japan  refuses  to  send  troops  to  help  us  protect  Southeast 
Asia,  saying  it  is  against  their  constitution.  There  is,  l  suppose, 
nothing  in  their  constitution  that  would  interfere  with  their 
paying  our  monthly  bill  for  services  rendered. 

A  A  A 


THE  EFFECT  OF  THIS  WOULD: 

A.  Reduce  Japan's  huge  Dollar  balances  ($20-$40  Billion) 
which  would  impair  it3  future  ability  to  buy  and/or 
preempt  strategic  materials,  denying  them  to  us. 

B.  Fairly  increase  their  costs  of  production  (they  would 
be  paying  their  share  of  defense  and  of  developing 
underdeveloped  countries)  which  would  tend  to  put  them 
on  a  competitive  basis  with  the  United  States. 

C.  Benefit  the  United  State3  balance  of  payments  and  our 
world  competitive  and  defense  abilities. 

The  Japanese  are  an  intelligent,  industrious,  homogeneous, 
and  ethnocentric  nation  who  have  made  tremendous  economic  strides 
since  the  end  of  the  Second  World  War.  We  made  them  the  economi 
power  they  are  today  with  our  benignness,  protection,  and  subsid 
of  money,  equipment,  facilities,  and  know-how.  There  seems  no 
reason  why  vs  should  continue  to  give  them  free  advantages.  They 
should  pay  their  fair  share. 

AAA 


The  foreigners  have  found  it  easy  to  be  successful  in  business 
because  we  p37  their  bills  for  them.  If  the  foreigners  had  fairly 
earned  their  hoard  of  II. S.  Dollars,  one  could  not  complain,  and 
there  would  not  be  the  current  wild  inflation.  But,  they  did  not 
earn  the  $  Billions  by  fairly  producing  prochicts  and  services. 

If  they  had,  todays  shortages  would  not  exist.  Our  allies' 
unearned  $  Billions  buy  materials  and  products  in  competition 
’with  113  causing  inflation. 


f; 
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AAA 

Much  cf  this  is  supported  by  a  feu  Americana,  uho  use 
misleading  slogans  about  the  "importance  of  free  trade"  and  the 
"evil3  of  protectionism".  The  terms  "free  trade"  aad  "protec¬ 
tionism"  as  used  today  with  respect  to  imports  are  misleading. 

A3  Indicated  abo'/a,  there  is  nothing  free  at  all  about  "free 
trade".  While  foreign  finished  goods  pour  into  the  United  States, 
our  products  are  denied  access  to  foreign  markets.  "Free  trade" 
as  it  exists  today  is  a  one-way  street. 

To  moat  people,  "protectionism"  mean3  giving  American 
Industry  "unfair  protection";  whereas  "protectionism"  now  exist3 
to  protect  unfair  foreign  competition.  Not  only  do  foreign 
governments  protect  their  own  industries,  but  the  American 
government  extends  special  advantages  to  foreign  manufacturers  - 
by  letting  in  goods  made  at  substandard  wages  and  in  unsafe 
working  conditions.  And  more  and  more  Americans  are  forced  down 
to  lower  income  by  inflation's  ravages  and  unemployment. 

Rather  than  benefiting  as  "advertised"  from  low  cost  imports, 
pay  ever  higher  inflationary  prices  for  our  essentials  -■  food, 
fuel,  housing,  and  clothing,  while  inflation  gnaws  away  our 
savings. 


A  A  * 

In  addition  to  billions  of  dollars  in  the  hands  of  foreigners, 
our  country's  National  Debt  ha3  increased  $100  Billion  in  the  last 
5  years.  Much  of  this  can  be  attributed  to  the  free  things  we 
give  to  the  free  world.  Our  national  economy  has  been  injured  by 
this  give-away  policy,  and  we  Americans  have  not  profited. 
Inflation  is  reducing  our  standard  of  living.  We  live  in  colder 
houses  and  buy  food  with  much  more  care.  Our  factories  are 
becoming  obsolete  because  inflation/shortages  prohibit  moderni¬ 
zation,  arid  interest  rate3  are  the  highest  since  our  Civil  War. 
Automobile  manufacturers  -  even  with  sales  slowed  -  are  unable 
to  buy  enough  steel  to  produce  the  cars  they  can  sell. 

A  A  A 

Foreigners  make  campaign  contributions  and  donations  to  our 
great  thought  centers  like  Harvard  University  while  continuing 
to  unfairly  acquire  $  Billions  from  us. 

While  our  Armed  Forced  protect  the  Orient,  Japan  is  forcing 
our  Voice  of  America  radio  transmitter  off  of  Okinawa.  When  our 
war  planes  in  1973,  were  on  the  way  to  the  Middle  Fast  to  protect 
the  oil  for  our  NATO  allies,  our  NATO  allies  refused  to  let  our 
planes  land  in  their  countries. 
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*  *  * 

The  inflation  and  inflation/shortages  will  continue  to  increase 
as  long  as  we  continue  to  give  the  free  world  $  Billions  in  military 
protection  and  unfair  trade  advantages. 

Our  free  press  will  be  even  core  abridged  end  our  great 
country’s  economic  security  and  freedoms  further  endangered. 


Marvin  A.  Frenkel,  June  20, 


1974,  Detroit,  Michigan 
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...  Fixing- tlie  Blame 

1**-'^.  •  •*  -  *'-**-«T  fi»:r>.  •  .' 

^  Aa  Americans  increasingly  yeallza  .that  the  eceno’ 

crisis  ii'  n6r1 just^a  passing  annoyancS^'  the*s*eart2i  lor 
scapegoats’ has  begua,. 'vrith^  the  environmental.  move¬ 
ment  si  choice  Vnd’ obvious  candidate- In.  an  eloquent 
refutation,  of  such  demagogy  John  XL  Quarles 
xity.  Administrator'  -of  .  the  Environraenta!  -Protection 
‘Agency*  pointy  out' that  the  "long-overdue”  burdens  im¬ 
posed  .by  environmental  concern  have  fallen  on  the  ria* 
lion’s  energy  industries  just  at  tie  moment  when  they 
'are  under  severe  strain  "for  reasons ‘having  nothing  to 
do  with  tha  environmentr*-..V  '.  .'li  .'.'V'Fx  '  .*.‘,1  '  . 

..  That  strain  results  from  a  growth  in  energy  demand  so 
rapid  since  World  -War  II  that,  regardless  of  all  other 
considerations,  a  drastic  reordering  of  American 'energy 
expenditures 'could  be  .  only  a  matter  of  time.  To  the 
overwhelming  pressures  of  this  country’s  industrial 
growth  were  suddenly  added  the  spectacular  burgeoning 
of  the  economies  or  Western  Europe  and  Japan,  which,j 
without  any  oil  of  their  own,  have,  been  competing 
avidly  for  the  world’s  supply. 'In  such  a  seller's  market 
.it  took  neither  the  Arab-Jsnaeli  struggle  nor  efforts  to 
‘save  the  environment  to  produce  a  rise'  in  oil  prices 
steep  enough  to  put  a  sharp  brake  on  the  American  Con¬ 
sumption  of  energy. 

By  any  rational  and  objective  standard,  such  a  curtail¬ 
ment  hds  long 'been  warranted.  A  nation  with  E  per 
cent  of  the  world’s  population  could  not  expect  indefi¬ 
nitely  to  get'  away  with  sopping  up  30  per  cent  of  the 
world’s  energy  fuels.  It  i$  the  lopsided  demand,  the  un¬ 
restrained  consumption  of  petroleum — caused  particular¬ 
ly  by  the  priority  given  the  private  automobile  over 
mass  transit — that  is  the  real  cause  of  the  crisis,  not 
the  delay  in  getting  North  Slope  oil  or  the  environmen¬ 
talists*  tentative  success  in  curbing  destruction  of  the 
nation’s  waters  and  the  fouling  of  its  air. 


Mirror;  mirror,  oa  the  vnuJ 
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Maybe  doeaVith  mb 
rors/.bbt.  tha'-Swlrs-  Crodl 
coma  up". with  . 
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puis  t-  Swi  tierl  In d  ra  firs 
, placed  oa  a  per  capita  bast 
With  56,200,  ,  followed  b 
Sweden  with'  $5,850  an 
iWest  Germany  with  .  55.601 
l  ."Yea  United  States,  the  » 

[  customed  '  leader,  •  trails  i 
;  fourth  pTaca  with  55,50i 
:  followed  by  lira  mark  £r 
{ France. .  •  .  • \ 

f-  The’  arithmetic  -pa 
"formed  by  .dividing  a  n; 
^tion’,s  G-N.P.  by  its  total  poj 
illation.  The  intent  is  to  sho 
inational  weD-being. 
t*  Tha  trick  ia  the  revise 
^  calculation  comes  from  usix 
‘current  exchange  rates  th 
.show  a  twice-devalued  at 
j  now-floating  dollar  tradi: 
•at.  a  deep  discount  again 
’strong  European  currendes 


The  New  York.  Times  in  its  advocacy  of  the  spectacular 
burgeoning  of  the  economies  of  Western  Europe  and  Japan 
may  feel  a  aense  of  satisfaction  that  ve  are  no  longer 
"getting  away"  with  sopping  up  30Z  of  the  worlds  energy 
f  uela  because  we  are  now  No.  4  from  No.  1  per  capita  in¬ 
come  trailing  Switzerland,  Sweden,  and  West  Germany.  If 
we  continue  the  foreign  trade  and  foreign  policies  advo¬ 
cated  by  The  New  York  Times  perhaps  we  can  soon  be  No.  1C 
or  No.  20. 
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Wot*:  T*M*  In  >4  on  Treasury  Department  <Ut*  ard  on  da  ta  reported  to 

the  T r^JU7  Department  by  banka  and  broker*  In  ths  United  State*. 

Data  c  cn-i-rtrpocva  generally  to  a  la  tin  tie*  follc-rln^  In  this  aection  and 
In  the  'Capital  Movement*"  action,  except  for  the  exclusion  of  narv- 
xarkstabl*,  noxxcoTvr  erti  ble  U.S.  Trraaury  notes  laaued  to  foreign  of¬ 
ficial  rerjeserr*  agerrlea  and  the  lnclwcl  an  of  Investments  by  foreign 
official  rt-ifrrt  agencies  In  debt  aecuritie-*  of  U.S.  Fed  rrally- apor>- 
e  erred  aj*rci*s  and  U.S.  c  arpom  1 1  cna  .  Table  excludes  Interra  tional 
Wtanetary  Fx^rA  "holdlnga  of  dollars, “  •  and  holdings  of  U.S.  Treasury 
letter*  of  credit  and  rornegoti  able/  noninterest- bearing  special  U.S. 
rotes  V \ -3  by  other  in  tarn* tlcrval  and  regional  organ! xa  tl orj  . 

2/  Include  liability  on  gold  deposited  by  the  International  Uonetary  Fund 
to  rrl tlpna ta  the  1  ^*ct  co  the  U.S.  gold  flock  of  foreign  purchase*  for 
gold  »\i j»crlptl crui  to  the  Fund  end er  quota  locreea n,  ar.d  U.S.  Scrren>- 
r »*r.t  ©blijsticn*  at  coe t  value  *T*d  funds  awaiting  ln»r«lDent  obtained 
fmo  prcr**h  of  »*l<r»  of  gold  by  the  Intcmati  cnal  lior.etary  T  und  to 
t  be  United  Staves  to  acquire  i  nc  c*»*- a*  mi  eg  assets. 

7/  .  Includes  BervV  for  Ln terns  tl oral  Saltlezvents  and  European  Fund. 

jy  by  applying  reported  Uirj«ctl as  to  berefcark  data;  break¬ 

down  of  trtiuaclicai  by  rype  of  holder  estlrated  19iO~17f}3 . 

lj  Includes  Iccv^-twm  liabilities  reported  by  Unis  In  thi  l*nit*d  States 
and  dab*,  vo-curi  tl  re  of  U.S.  Fc-demllj- apevu.  orwd  agendas  and  U.S. 
coTp/r*  tl  rx^s  . 

.V  8*--W  ~  notes  lsausd  to  foreign  official  nerve*  e  rw  e  a#rr  1  -n  . 

6/  lx>c  1  ud  «•  nhcrt-teroi  liabilities  payable  In  dollars  to  foreign  banks, 

and  a  ncr>  Vers  liabilities  payable  i  d  f  ora  i  gn  cct»v!*i  to  foreign 
banks  vnfl  to  “other  f  czral  per*  .* 

7/  1  nc  1  vd wr«faM *  0.5.  Go*erm*nt  bemda  and  rot**  held  by  foreign 


8/  Principally  the  Interna  tl  oral  Dank  for  Kcccrs  tnrrtl  on  and  to 
tha  In  ter- American  Development  Bank  and  the  Asian  Dewslopo*  ot 
2/  Includes  total  foreign  holdings  of  U.S.  Cov errrc*-nt  bonds  and 
far  which  breeVdoen  by  type  of  bolder  la  not  available. 

10/  Data  cm  the  two  lines  shewn  for  this  data  differ  because  of  c 
reporting  cover* ye .  Figure*  cm  Lfca  first  line  nrtr  ccuparsbls 
coverage  to  thoa*  shown  for  the  preceding  date;  f  1  grrws  cm  L> 
line  ara  ccnparmble  to  those  aheam  for  the  following  d»ta. 

11/  Includes  J1U1  Edition  increase  In  dollar  value  of  foreign  nu 
liaMlltlea  resulting  frexa  revsluatico  of  the  Ctran  mark  In 
1959,  as  follows:  liquid  317  rl  111  on;  other  S84  dlllac.. 

1?/  Data  cm  the  seccmd  line  differ  froo  these  cn  tha  first  lire  t 
certain  accounts  previously  classified  as  “official 
Included  sith  “tanks";  •  nuaber  of  report!  ng  banks  are  1  re  j  zt 
•  e-r lea  for  th*  first  time:  and  foreign  currency  liabilities’ 

1  ns  Li  tutl cro  of  foreign  c our.Lri ex  are  incr-*s«*3  in  ralus  ts  : 
mrket  exchange  rates  as  of  Drcecber  Tl,  1771,  as  follow*:  -T 
Treaaury  certificates,  3"7  rilliun;  r.crcsark eta tie  *c wrr trti bl « 
Treasury  bc<4»  ard  coin,  31)  dlUcr.;  and  mrzvi r'xb'.*  ncr> 
tibia  U.S.  Treasury  bcerts  and  nobee,  STD  nllllcn. 

12/  Includes  SIS  nilUcn  Increase  In  dollar  *r>iue  of  for»5 p  c  _3 
liabilities  revalued  to  reflect  rs_r « <  \  ex:rx-gf  rstas. 

is/  Includes  31X7  till  i ao  1  r_ir rm  1  c  dollar  »»Vs  of  fete i  px  c  _ 
liabilities  to  official  1  r.t  ti  tut!  <rs  of  foreign  ccmtrt  m  rw 
to  reflect  rarkf*.  «z:vjtr4»  retea,  as  foil  ran-  short-  tera  1  i 

213  rf .111 on;  norjaari* stable  co.-r*erti bl *  C.2.  Ti-ruk?  mtee  j‘ 
~l)icr;  rc.-srtr’jbl*  rorrcr./cctiti*  S.  TV-vrry  note*  .r  1 
n.a.  Wot  •  vs II* bit.  p  Prrll— r  ?-r-vis*d.. 
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dies-el-powered  yarding  machines  can  haul 
them  to  the  track  landing. 

I  learned  why  a  logger  wears  calked  bools. 
Wc  walked,  ran,  leaped,  and  scrambled  in 
a  tangle  of  fallen  trees  six  feet  above  the 
ground  Where  th"  bark  had  fallen  from  a 
log,  the  wood  was  like  a  curving  sheet  of  ice; 
and  where  there  was  bark,  it  sometimes 
broke  loose  under  our  weight 

Each  time  the  set  of  three  30-foot  chokers 
came  swinging  and  dancing  down  the  700- 
foot  overhead  cable,  we  seized  them,  tucked 
each  over  and  under  a  log,  then  cinched  them 
tight — “choking”  the  logs. 

As  the  diesel  revved  up  at  the  steel  tower, 
we  scampered  out  of  the  way — for  the  chok¬ 
ers  first  jerk  up  one  end  of  each  two-ton 
log,  then  wrench  it  free  from  the  tangle,  and 
drag  it  like  some  mammoth  fish  toward  the 
landing.  The  logs  around  us  shifted  and 
rumbled  in  protest.  I  was  reminded  of  the 
old-time  logger  who  was  once  asked  why,  in 
such  a  dangerous  business,  his  crews  suffered 
so  few  accidents.  His  reply:  “I  just  tell  ’em — 
‘Run,  you  sons  of  guns,  run  or  die!’” 

Off-duty  Loggers  Head  for  the  Fo’c’sls 

Little  wonder  that  after  a  couple  of  weeks 
in  the  brush,  a  logger  may  buy  a  floatplane 
ticket  to  Ketchikan  to  let  off  steam.  No  mat¬ 
ter  where  he  finds  a  room,  he’ll  show  up  even¬ 
tually  at  the  Fo’c’sle,  the  logger’s  bar. 

Here  a  leathery  veteran  can  find  his  heart’s 
desires:  plenty  of  logging  talk,  an  endless 
supply  of  beer,  tall  stacks  of  “snoose” — 
Copenhagen  snuff. 

On  a  big  weekend,  flush  with  payday  cash, 
a  man  can  prove  himself  a  man — with  a 
fistfight  or  by  “ringing  the  bell.”  By  ringing 
the  old  brass  bell,  a  rnan  buys  drinks  for  the 
house,  an  expensive  but  satisfying  gesture. 

Many  if  not  most  of  Ketchikan’s  citizens 
are  happy  the  loggers  are  here — the  timber 
industry  provides  more  than  half  the  city's 
paychecks.  But  I  discovered  that  in  Alaska — 
as  in  almost  every  other  region  I  visited — 
logging  brings  controversy. 

The  coming  of  the  timber  industry  to 
Alaska  was  the  culmination  of  a  Forest 
Service  dream.  The  Tongass  National  Forest, 


in  the  southeastern  part  of  the  stale,  held  a 
treasure  of  old  growth — virgin  timber  that 
could  bring  jobs  to  an  economically  depressed 
area,  increase  federal  and  stats  revenues,  and 
encourage  forest  management. 

In  the  1930’s  the  Forest  Service  made  two 
50-year  contracts,  one  with  a  U.  S.  company, 
the  other  with  a  Japanese-owned  company.  In 
the  ’60’s  Tongass  harvests  soared. 

Japan  Relies  On  Alaskan  Timber 

Seventy  percent  of  the  wood  cut  in  Alaska 
is  shipped  to.  Japan — as  lumber,  or  as  pulp 
for  the  " manufacture  of  rayon,  cellophane, 
and  photographic  paper.  A  fleet  of  specially 
built  Japanese  ships  ply  the  route. 

Thirty  percent  of  the  wood  is  shipped  as 
pulp  to  the  U.  S.  market 

Conservation-minded  citizens  claim  that 
the  cost  to  the  beauty  of  their  region,  to  wild¬ 
life,  and  to  the  environment  may  come  too 
high.  One  day  I  flew  over  much  of  the  Ton¬ 
gass  with  Harry  Merriam,  a  biologist  with 
the  Alaska  Department  of  Fish  and  Game. 
“I’m  not  against  logging,  only  those  practices 
that  harm  the  environment.”  He  pointed  out 
vast  clear-cuts,  stumps  and  cull  trees  pushed 
into  streams,  salmon  streams  stripped  of 
shade,  wildlife  habitat  “slicked  off,”  tons  of 
slash  left  to  rot  (preceding  pages). 

“Things  have  improved  in  the  past  few 
years  because  of  public  pressure,  but  more 
changes  are  needed.  Therc’s  room  here  for 
loggers,  wildlife,  and  people  who  love  wilder¬ 
ness,  if  activities  are  properly  managed.” 

We  touched  down  at  Point  Baker,  a  com¬ 
munity  of  some  30  people.  Herbert  Zieske,  64, 
welcomed  us.  He  has  lived  there  30  years, 
fishing,  trapping,  raising  a  family.  Now  he 
fears  for  the  community’s  future. 

“They  want  to  cutoff  that  mountain  there,” 
he  said.  “We  live  here  because  wc  like  this 
life,  and  we  don’t  want  it  ruined.  If  they 
start  cutting,  that  mountain  will  become  an 
eyesore — and  there’ll  be  the  sound  of  chain 
saws  and  logging  trucks  all  day.  We  told  the 
Forest  Service  we  don’t  want  ’em  to  do  it, 
but  I  don’t  know  what  will  happen  to  us.” 

The  Forest  Service  has  recently  moved  to 
meet  some  (Continued  on  page  407) 


1  Destination:  Asian  sawmills.  Enough  wood  to  build  a  thousand  three  bedroom 
houses  crams  Fields  Landing  at  Eureka  in  northern  California.  Open  holds  of  a 
freighter  take  on  Douglas  fir  and  redwood  for  japan  and  Korea  Nearly  one  softwood 
|  log  in  2C)  goes  abroad,  mostly  to  feed  Japanese  industry 
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By  JOHN.  Ji  PUTMAN  a' i 
Photographs  by'.-; 

BRUCE  DALE  .!' 

r oik  OLOCftAfmc 


H  ”  EWSPAFSR  HEADLINES  called  it 
)y  !j  “Another’  Crisis 'on  the  Waj'1"\Last 
i:  V.  tj  spring;  lumber'  and  plywood  prices 
j  reached  a  new  peak,  double 'those  of 
1970.  Manufacturers  allocated  items 
in  short  supply  to  favored  customers.  Home 
builders  cried  for  relief,  citing  the  hation’s 
goal  of  i'.  decent  house  for  every  American. 

Woodpiles  beside  60-milliori-dollar  pulp 
mills  shrank  to  only  a  day’s  supply.  Atid  while 
tree  rustlers  struck  in  the  dead  of  night  to 
whisk  away  walnut  trees  that  might  fetch 
5?, 000  each,  homeowners  were  confronted 
with  price  tags  as  high  as  51. SO  on  the  or.ee- 
htmiblc  eight-foot  “two-by-four” — which  al¬ 
ready  measured  only  1  !/j  by  3%  inches. 

Controversy  followed.  Congress  debated  a 
ban  on  timber  exports.  Indus  try  spokesmen 
and  a  special  President’s  prnel  called  for 
stepping  up  the  cut  in  the  national  forests. 
Conservationists  protested. 

It  seemed  indeed  ussf  we  faced  a  Prober  cri¬ 
sis.  But  unlike  oil  and  many  other  resources, 
timber  is  renewable.  Forests  cars  be  regrov/n 
and  our  supply  of  wood  even  .increased.  The 
remedy  is  not  easy — it  will  require  in. proved 
management,  massive  investments,  and  tire 
abandonment  of  wasteful  habits — -but  most 
Tpcrts  agree  it  is  within  cur  reach. 

Cries  of  “timber  crisis”  arc  not  new.  In 
1353  Henry  David  Thorcau,  observing  tire 
leveling  of  New  England’s  forests,  predicted: 


Bearded  with  the  moss  of  time,  a  giant  spruce 
takes  the  bite' of:  an  Alaskan  logger’s  chain  saw 
(facing  page).  Floated  to  asawmill,  it  v/iil  become 
another  offering  to  the  world’s  insatiable  appetite 
for  wood. Responding  to  the  demand,  scientists  de¬ 
velop  “supertrees”  to  make  forests  more  produc¬ 
tive,  Here  a  device  records  »  crossbred  seedling’s 
carbon  dioxide  Intake:  the  greater  the  rate,  the 
faster  the  growth. 
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EXPENSE-ACCOUNT 
SPLURGE  IN  JAPAN 

TOKYO 

Expense-account  living  it  adding  new 
da\h  In  the  life  style  of  millions  of 
Japanese  lmxincxNnirn. 

In  llio  United  Slntrs,  Internnl  llcvrm.o 
Service  enforces  a  hold-down  no  tho 
company-paid  tnl).  fit  Japan  tliP  ex- 
pcnxe-accoimt  syndromo"  is  nourishing  as 
never  before. 

N’otcs  one  observer: 

"Today  lavish  living  high  on  the  com- 
•pany  hog  is  encouraged  hy  employers, 
expected  hy  employes  and  tolerated  by 
the  Government 

"Tho  expense  account  nclually  is  moro 
than  a  ‘second  salary.’  It  is  n  status  sym- 
Iml.  a  tax  refuge  anil  .a  blank  check  to 
underwrite  all  the  pleasurable  things  in 
life.” 

One  indicator  of  hnsv  things  are  go¬ 
ing:  In  I  OILS,  the  .s/ifli/osoAii-lhe  ex¬ 
pense-account  set— spent  2.1  billion  dol¬ 
lars  on  entertainment,  an  amount  erjual 
to  1«  per  cent  of  all  corporate  profits 
liefore -taxes.  This  sum  was  moro  than  the 
central  Government  spent  that  year  on 
education  and  svas  four  timer  the  slato 
subsidies  for  the  needy. 

Tho  big  b  on  on  i  o.  Expense  accounts 
arc  not  new  here.  What's  different  today 
is  that  practically  every  salaried  employo 
above  the  clerical  level— an  estimated  3 


million  pnrmni-l.1  sharing  in  tho  expense* 
r.cmunl  l>oimn/A. 

It’s  qulto  u  lioniiiizn,  loo,  A  lnsvrr- 
lovel  employo  can  cxjicct  perhaps  $100 
n  month  In  expenses.  Hut  ono  section 
chief  of  u  major  oil  firm  draws  $.’>,500  n 
month.  And  tho  annual  entertainment 
"quiitii*  of  n  top  olflcrr  lit  onn  rh-clrlo 
innehlorry  company  Is  put  nt  $277,001). 

Mixing  loeomo  taxns  nro  partly  respon- 
slhlo  for  tho  cxpeusc-accoiint  splurge. 
Most  such  expenses  can  bo  "written  tilf,” 
whereas  pay  raises  nro  taxable.  Ono 
newspaper  comments  tlint  llio  cxpenxr- 
ncxxiimt  proliferation  amounts  to  "Icgul- 
l/jitlon  of  tax  evasion  nu  a  grand  scale." 

Ixiw  salaries  also  help  explain  tho  en¬ 
tertainment  allowance*.  Few  senior 
executives  oro  paid  moro  than  $2,200  n 
month. 

Another  fnclor:  business  as  conducted 
hero  is  far  more  personalised  than  In  thn 
West.  It  Is  Important  to  develop  good 
relationships  with  clients  and  to  Impress 
customers.  So  Japanese  businessmen  pull 
out  nil  tho  stops  to  entertain  their  coun¬ 
terparts. 

A  golf  (lato  followed  by  dinner  for 
several  guests  may  run  to  $1,000  or 
more.  Treating  linlf  n  dor.cn  customers 
to  n  meal  in  a  restaurant  In  the  company 
of  geislm  girls  can  easily  cost  over  $000. 
An  executive  for  a  largo  company  rc- 
cenlly  took  20  valued  customers  on  an 
nll-rxpcn.\cs-pnid  “inspection  trip"  to  tho 
Middle  East. 

llmouilno s,  villa s.  Top  officers  In 
some  (inns  arc  provided  with  chauffcur- 
drivrn  limousines,  a  house  hi»llic  city, 
a  villa  on  the  scashoro  and  costly  vaca¬ 
tion  trips.  Free  spending  by  the  cxpcnxc- 
nccoiiut  group  lias  driven  up  the  costs  ol 
even  “standard"  entertainment.  An  ordi¬ 
nary  business  lunch  for  two  can  take  $25. 
Large  cocktail  parlies— a  new  trend  hero 
—la-gin  at  $15  a  person. 

Often  llio  mcasuro  of  an  evenings 
success  Is  the  size  of  tho  check.  So  tho 
bust  will  lake  bis  guests  to  Tokyo’s  cele¬ 
brated  Cinza  district  where  mnro  than 
2,000  bars  and  cabarets  charge  the  high¬ 
est  prices  in '  the  world.  Drinks  can  ho 
$15  each,  anil  tho  nightly  tnko  In  tho 
area  is  over  a  million  dnllnrs. 

lavish  gill s.  Extravagant  entertain¬ 
ing  is  matched  by  widespread  dixtribn- 
lion  of  gifts.  Government  officials  work 
closely  with  businessmen  anil  rate  high 
on  tho  gift  lists.  /Jon  vognfic  gifts  to  a 
Government  official  starting  a  slmrt  trip 
ovrr.scns  recently  amounted  to  several 
thousand  dollars. 

Thcro  aro  laws  governing  expense  no 
counts,  lint  loopholes  alionnd.  Dummy 
companies  arc  created.  Homes  arc  doc¬ 
tored.  rliony  research  projects  arc  set  lip. 
Tho  Tax  Administration  Agency  has  neb 
tlicr  tho  money  nor  tlio  political  clout 
to  crack  down  on  offender*.  I*"»J 
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Janan:  A  Crowded  Nation 
Wants  To  Boost  Its  Birthrate 


J.ipif.  is  the  mr.vt  crowded  nation  in 

the  world.  St  Ims  f^*’r|e— 

h.itf  ns  nuny  m  »uu  UoiliM  Ntntes  nil 
crammed  into  r.  string  of  narrow  is- 
lands  that  arc  smaller  In  total  «rcn 
rhan  Mi’iit.in.i^  Moreover.  1*5  percent 
of  Japan's  territory  Is  mountainous  n 
scenic  colcndor  hut  Ill-suited  tor  h«hl- 
ration — so  the  population  is  nctu- 

ally  jmice/CiI  Ir.io  a  series  of  narrow 
valleys  «iiti  coastal  plains.  Japan  fer 
exceeds  any  other  country  hr  popula¬ 
tion  density  per  inhabitable  cfca.  As  of 
\'j( 1».  Japan  ha J  ITT*  inhabitants  per 
square  kilometer  of  cultivable  lend, 
compared  with  5fA  for  muncr-.up  Hol¬ 
land. 

Tho  resulting  congestion  seems  tin- 
believable  to  many  Westerners.  Farm¬ 
land  is  so  scnrc'C  that  one  fliulx  crops 
growing  everywhere — up  the  sides  of 
steep  hills,  in  the  narrow  obeys  between 
adjacent  railroad  tracks,  even  ot  the 
front  stoop,  where  one  ordinarily  ex¬ 
pects  to  find  a  lawn.  In  the  cities,  end 
even  in  rural  villages,  tiny  houses  ore 
jammed  side  by  side,  with  little  or  no 
yard  space  and  barely  enough  room  to 
walk  between.  Living  Is  so  close  that 
privacy  is  difficult.  As  one  Japanese 
physician  expressed  It:  "It's  o  standing 
•ole  among  us  that  you  can  always  tell 
what  a  neighbor  is  cooling.  If  you 
can't  smell  it.  you  can  hear  the  con¬ 
versation." 

Thus  it  came  os  a  shock  to  many 
Westerners  last  summer  when  Primo 
Minister  Fis.-ilu  Solo  mihlirlv  advo¬ 
cated  an  inrren to  in  Japans  birthrate. 
Sato's  statement,  made  m  a  speech  to 
Japanese  newspaper  editors,  seemed  to 
marie  a  major  reversal  of  Japan's  popu¬ 
lation  policy.  For  the  past  two  decades, 
Japan  has  st/LCglcd  to  curb  its  popula¬ 
tion  growth,  and  to  a  large  extent  it 
has  succeeded.  Dut  now,  the  Primo 
Minister  indicated,  the  populalinn  con¬ 
trol  effort  may  have  gone  too  far.  Sato 
noted  that  Japan's  birthrate  hail  fallen 
below  the  average  for  other  advanced 
naiions,  and  he  said  the  government 
would  strive  to  bring  it  back  up  to 
thit  average  level.  Thus,  while  other 
w.irlJ  leaders  arc  struggling  to  curb  the 
widely  feared  “population  explosion," 
Japan  seems  to  hevo  embarked  on  a 
somewhat  contrary  ccuraa. 


The  Primo  Minister's  remarks  caused 
great  consternation  In  family  planning 
circles  In  Japan,  fuf  even  at  llie  cur. 
rent  rate  nf  CMMIixjun.  Japan’s  populu- 
liun  is  cspeeled  to  rise  to  131  milling 
by  rally  nest  svnjnry before  starting  to 
tlecfino.  l"iiV uimi  Terno,  tn  economist 
who  Is  chairman  of  iho  Fumliy  Plan¬ 
ning  Federation  of  Japan,  told  Sclcnre; 
"t  urn  entirely  against  tho  Idea  of  nils, 
iug  tho  birthrate.  Japan  already  has 
too  large  n  population.**  .Similarly, 
Minoru  Murnmalsu,  ono  of  Japan's 
lending  authorities  on  tho  puhlic  health 
aspects  of  population  growth,  said  In 
nn  interview:  "In  terms  of  apace,  Japan 
already  has  too  many  people.  If  you 
live  tn  Tokyo,  all  you  can  find  Is  n 
place  lo  cat  and  a  plnco  to  earn  money. 
There  Is  no  green,  no  trees.  I  don't  feel 
that  people  arc  living  n  very  human 
life." 

A  llbjh-I-e*st  Recommendation 

Yet  Snlo's  stnlcment  was  no  irra¬ 
tional,  off-lhc-cuft  remark  by  an  un¬ 
iformed  politician.  It  was  based  on 
.omc  cautiously  worded  rccommcnda- 
ions  made  by  the  Population  Problems 
Inquiry  Council,  a  cabinct-lcvc!  advi¬ 
sory  group  which  includes  some  of 
Jopan's  leading  demographers.  More¬ 
over,  the  rcconimcmlotlonj  arc  aimed 
at  alleviating  some  potentially  serious 
economic  and  social  problems  that  are 
related,  at  least  in  part,  to  Jopan's  suc¬ 
cess  at  curbing  Its  population  growth. 
One  such  problem  is  a  worsening  labor 
shortage  that  threatens  to  undermine 
Japan's  "economic  miracle";  another  is 
on  increasing  number  of  elderly  people 
who  will  have  lo  be  eared  for  somehow, 
particularly  now  that  Japan's  traditional 
descendant  family  system.  In  which  tho 
younger  generations  eared  for  the  older, 
is  breaking  tip. 

This  oriiclc  will  make  no  attempt  to 
prescribe  what  Japan  s  population 
policy  should  be,  for  the  Japanese,  ono 
of  the  world’i  most  highly  educated 
and  Industrious  peoples,  aro  certainly 
capable  of  deciding  for  themselves  what 
sort  of  futuro  environment  they  want. 
Cut  the  Japanese  situation  is  worth 
examining  In  tome  detail  bee* use  the 
samo  problems — end  tho  tamo  political 
and  economic  prctiurct — may  Veil 


iris'?  {r,  tMt  country  r  t  tl-o 
, to wth  here  fe  ferou;  .1  i'i'>dtf  tlf.trs 

control. 

Japan  has  undeniably  achieved  re- 
markublo  success  cl  controlling  llu 
birthrate.  !r,  the  emiy  1920’*.  me  birth- 
rule  ttood  above  3f>  per  1000  pcfiila. 
tlort,  but  then  It  declined  moderately 
end  steadily,  a  phenomenon  Ihrt  usually 
nccompiinlcs  tho  transition  from  art 
agricultural  to  art  Industrie!  roelet y.  %  be 

rule  fell  es  low  ex  26.6  In  the  lata 
I930’n  before  tho  trend  was  reversed 
by  the  nrnnatnl  policy  of  Japan's  mill- 
tury  lenders.  After  tho  Second  World 
War  Iho  rate  soared  bsck  up.  r.s  Japan 
experienced  tho  normrl  "baby  boom" 
that  occurs  when  soldiers  ond  oversea* 
civilians  return  home.  Tno  birthrate 
reached  ^4.3  In  1947  (art  Intermediate 
level  by  world  standards)  and  stayed 
above  33  in  I94K  and  1949.  before  be¬ 
ginning  the  precipitous  drop  that  bae 
brought  Japan  such  praise  for  Its  "pop¬ 
ulation  miracle."  By  1957  Japan’s  birth¬ 
rate  had  fallen  to  37.2,  a  historically 
unprcccdcnlcd  drop  of  50  percent  In 
Just  10  years.  The  decline  seems  espe¬ 
cially  sharp  when  measured  from  the 
peak  of  the  postwar  bahy  boom,  but 
even  compared  with  prewar  trend;,  the 
reduction  Is  considered  significant. 

Whet  was  the  secret  of  Japan's  rue- 
cess?  Interestingly  enough,  many  Jap- 
onese  demographer*  describe  the 
achievement  ns  largely  "spontaneous 
in  the  sense  tfiat  the  Japanese  people, 
faced  with  near-starvation  economic 
conditions  after  the  war,  concluded  on 
their  own  that  they  should  limit  tho 
number  of  children.  The  news  media 
and  women'*  magazines  Issued  dire 
wornlngs,  particularly  nt  Ihc  height  of 
the  baby  boom,  about  the  bleak  future 
faced  by  e  nation  with  too  many 
mouths  and  a  war-ravaged  economy, 
and  the  highly  literate  Japanese  popula¬ 
tion  obviously  got  the  message.  Tho 
national  government  unquestionably 
helped  tho  population  control  effort, 
chiefly  by  reversing  Its  prenatal  policy 
of  the  war  period.  A  nations!  Fugcnlc 
Protection  Law.  passed  in  1 9 -SR  and 
subsequently  amended,  removed  the 
previous  obstacles  to  birth  control, 
abortion,  end  sterilization.  But  many 
Jnpancso  experts  helievo  the  govern¬ 
ment  wm  always  at  least  ono  step  he* 
hind  what  the  people  wens  already 
doing.  One  reason  for  the  Cugcnic 
Protection  Law,  for  example,  was  that 
»o  many  women  wars  obttinlng  Idryd 
abortion*  that  tho  government  decided 
It  should  protect  their  health  by  legaliz¬ 
ing  the  procedure.  "The  government 
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no  definite  policy  10  bring  uhmtt 
p..pjIalJofl  coair  o!.“  »ys  Tosh'° 
Kurodx.  chief  of  the  migration 

.hshion  cl  tko  government. 

Vr  population  Problems,  'it  i‘»‘  hn^ 
jvncJ  onJef  iho  very  extraordinary 
„Tu»t,’on  after  the  war.  Ten  year.  Inter 
^ple  fooleJ  b*fc  »J  sold  we  were 
;„ccc«ful  at  controlling  our  ropulnt.on 
I.ur  no  c^rt  tn  Japan  predicted  I» 

ur-ulJ  hipped-  . 

7>e  chief  method  for  curbing  the 
birthrate  wee  Induced  abortion.  Tho 


Japaneia  do  net  seem  to  havo  the  strong 
religious  scruples  against  faking  a 
tile"'  that  have  hobMed  efforts  to  In- 
creaio  the  use  of  abortion  In  this  coun¬ 
try.  fnJecd.  during  the  Ibth  nnd  19th 
centuries  Japanese  peasants  often  re¬ 
sorted  to  infanticide  to  get  riJ  of  un¬ 
wanted  chilJrcn  at  times  of  crop  fail¬ 
ure.  ToJay,  abortions  arc  legally  ob¬ 
tainable  for  a  number  of  health  end 
economic  reasons.  In  practice,  they  nro 
said  to  be  obtainable  almost  at  will.  The 
vast  majority  of  abortions  aro  per¬ 
formed  by  private  physicians  within 
the  first  3  months  of  pregnancy,  nnd 
most  of  these  talc  place  without  over¬ 
night  admission  to  a  hospital  or  an¬ 
other  medical  facility.  Tho  operations 
are  quite  inexpensive,  costing  an  aver- 
;jj  of  SI 0  to  SIS,  according  to  one 
estimate  published  In  1967.  Health  In¬ 
surance)  benefits  often  bring  tho  out-of- 
pocket  cost  down  much  further — some¬ 
times  even  below  SI. 


A?x>ftloai  Dvdtnln^ 

The  number  of  officially  reported 
aSorlions  (which  is  believed  to"  repre— 
..-.f  about  half  tho  total  number  of 
-hortions)  reached  a  high  of  1.17  mil- 
beet  In  1955  but  has  since  declined  to 
•'57.003  In  196ft.  largely  because  of 
.rovcmrr.cnt  clforts  to  cncourngc  con- 
at  Jon  at  an  alternative  to  obortion. 
•a  the  early  I950‘s.  according  to  studies 
')'  the  Institute  for  Population  Prob¬ 
lems.  abortion  accounted  for  roughly 
•3  percent  of  tho  decline  In  Japan’* 
eriiUry  while  family  planning  ac- 
:ountcd  for  30  percent,  but  In  recent 
•ears  tho  percentages  havo  been  rc- 
•ersed. 

The  percentaga  of  couples  practicing 
•o.-.iesccptlon  In  Japan  seems  to  bo 
-e.-acwhj|  lower  than  tho  figure  for 
— m;._r  jhlo  populations  elsewhere.  A 
•  9wS  survey  indicated  that  about  67 
'•"cent  of  all  Japanese  couples  either 
—  practiced  or  were  then  practicing 
--treccption.  compared  with  perhaps 
bf  90  percent  for  Great  Itritnin  ond 
-tt.c  white  population  of  tho  United 


ales.  Tho  most  popular  conlraccpilvo 
methods  havo  consistently  been  tha 
condom  ond  tho  “safe  period"  or  » 
combination  of  both.  Tho  Japnnesa 
iiiuko  little  uso  of  tho  "pill”  or  tho  In- 
iruutcrino  dcvico  (IUD),  which  oro 
niainstuys  of  tho  population  control  ef¬ 
fort  elsewhere,  lnrgely  beenu'o  comer- 
Vntlvo  medical  opinion  In  Japan  be¬ 
lieve*  It  Is  not  wholcsomo  to  Introduco 
foreign  materials  Into  a  healthy  body. 
The  government  officially  prohibit,  tho 
insertion  of  IUO’s  nnd  the  inlo  of  oral 
contraceptives,  nnd  whilo  Ihcro  ore 
large  loopholes  In  theso  law.,  few  Japa¬ 
nese  uso  either  of  tho  methods. 

Jn pan’s  success  at  curbing  Its  popula¬ 
tion  growth  Is  believed  to  huvo  con¬ 
tributed  .igniflcunlly  to  tho  fantastic 
economic  boom  that  has  propelled  Ja¬ 
pan’s  gross  national  product  to  third 
rank  in  tho  world.  If  Japun  hnd  not 
curbed  its  blrlhrato  so  sharply,  somo 
analysts  say,  then  a  sizable  portion  of 
the  nation’s  capital  resources  would 
have  been  used  to  supjsort  new  addi¬ 
tions  to  tho  population  and  would  not 
have  been  available  for  economic  recov¬ 
ery  and  industrial  investment.  Yet  tho 
curbing  of  population  growth  has  not 
been  an  unmixed  blessing.  As  condi¬ 
tions  have  changed  in  recent  years,  in¬ 
dustry  h.n,  increasingly  complained 
about  a  labor  shortage,  particularly  o 
shortage  of  young  luborers. 

1  found  considerable  disagreement 
as  to  whether  Japan  is  really  suffering 
from  a  labor  .horlago  ansi.  If  so,  whut 
should  he  dono  about  It.  Tho  age  com¬ 
position  of  tho  Japanese  population  has 
changed  considerably  over  tho  past 
decade  or  two.  There  has  been  a  sharp 
decrease,  both  absolute  and  relative.  In 
the  population  of  children  below  tho 
age  of  15,  nnd  a  .harp  Increase,  both 
absolute  and  relative,  in  tho  population 
over  65.  Meanwhile,  tho  working  ngo 
population,  from  15  to  64.  has  con¬ 
tinued  to  Increase,  but  ot  n  slower  and 
slower  rale.  Tho  overngo  annual  !n- 
crcaso  In  tho  working  ego  population 
exceeded  1  million  for  tho  1965-70 
period,  but  It  will  drop  to  620.000  for 
the  next  5  years  nnd  will  become  neg- 
otivc  by  tho  end  oftho  century.  When 
viewed  against  tho  needs  of  a  rapidly 
expanding  economy,  tho  labor  pool  ap¬ 
pears  to  bo  .hrinklng. 

"The  luhor  supply  hn»  changed  ruthef 
remarkably  from  surplus  to  shortage,*’ 
.ays  .S'uburo  Oklfn,  director  of  tho  Jupan 
Economic  Research  Center  and  a  mem¬ 
ber  of  tho  Population  Problems  Inquiry 
Council,  'TTicro  Is  already  a  shortage 
of  young  workers,  and  while  thore.U 


cSl  jmo  surplus  of  mlduk-tged  work* 
ers  and  women,  many  of  u*  predict 
there  will  bo  fi  serious  label  chorluge 
In  the  coming  years.1  Somo  Japanese 
economists  contend  that  fi  decline  fra 
West  Germany’s  economic  piowth  rate 
In  tho  lelo  1950's  v/ns  caused  primarily 
by  a  drop  In  the  growth  rets  for  Get- 
many’s  labor  population,  tm!  they  tup 
got  that  Japan's  "economic  miracle” 
may  be  stalled  by  the  fame  problem. 

Seeking  Cheap  Libor? 

Yet  Tukunia  Terno,  the  cconomht 
who  heeJs  the  Family  Planning  Federa¬ 
tion  of  Japan,  offers  a  much  dlfTcrcr.t 
analysis.  "The  Industrialists  say  tho  la¬ 
bor  shortage  Is;  very  severe,”  he  says. 
"Hut  1  say  what  It  deficient  Is  young 
labor,  which  Is  very  cheap.  So  oil  we 
can  sny  is  that  we  lack  cheap  labor, 
only  that.”  Tcreo  end  most  other  ex¬ 
perts  agree  that  the  chief  factor  behind 
the  shortage  cf  young  tabor  has  not 
been  the  low  birthrates,  but  rothef  tho 
great  growth  in  the  number  of  young 
people  who  now  go  on  to  high  school 
or  collcgo  instead  of  beginning  work  et 
on  early  age.  Tcrao  believes  it  would 
'be  ’’rash  to  raise  fertility”  simply  to 
ossuro  moro  laborers.  He  believes  It 
would  be  more  sensible  for  Japan  to 
"ralionnllzo"  Its  lradil!onn!!y  Ineffi¬ 
cient  business  enterprises  so  as  Co  gain 
greater  labor  productivity.  “We  rdrendy 
have  on  obundancc^of  laborers,  he 
says,  "but  they  ore  not  well  utilized." 

The  Population  Problems  Inquiry 
Council  — tho  cabinet-level  advisory 
group  whose  recommendations  pro¬ 
vided  tho  basis  for  Trimo  Minister 
Sato’s  remarks— took  «  middlc-ef-the- 
rood  position.  The  council  which  It 
made  up  of  some  40  public  and  private 
members,  including  ccaJcmics  and 
business  and  labor  leaders,  was  asked 
in  April  1967  to  study  tho  Implications 
of  Japan’s  low  birthrate.  Lost  August 
a  subcommittee  of  the  council  Issued 
on  interim  report  on  its  findings;  a  final 
report  I*  duo  this  year.  According  to 
Kuroda.  who  sat  on  tho  council,  tho 
interim  report  represents  a  'compro¬ 
mise  between  those  who  aro  warned 
about  a  labor  .hortage  and  those  who 
(hlnk  Jupnn  Is  already  too  populatcd.” 
Tho  report  Is  sold  to  have  been  drafted 
by’ Minoru  Tachl,  an  eminent  demog. 
ropher  who  heads  the  government’s  !n- 
ntituto  of  Population  Problems.  An  un¬ 
official  Dogfish  translation  was  prep. red 
by  tho  U.S.  State  Department. 

Tho  report,  if  read  carefully,  does 
rsot  seem  especially  earth-shaking.  St 
notes  that  Japan’s  population,  by  acmo 


717 


su-nsm.,..  la  no  lunger  rc|»1nc»«S  If 
t  wjrsn  lh.il  this  is  caii'in?  ccrlnm 
srobleim;  sml  h  recommends  shn»  Jn* 
pan  seek  to  nchicvo  n  "sinlionnry 
illation  In  terms  of  both  lolnl  »>/o  am. 
ago  distribution.  Tho  report  tnnV.cs  nr> 
mention  of  what  tho  ideal  p*>pubitl»>n 
for  Jop.tn  ihoiilJ  hr.  nrul  ns  fur  ns  I 
could  sot!  front  talking  to  two  member* 
of.  !bu  council — n ninety.  Kurodn  mnl 
Okita — there  was  litllo  discussion  nt 
optimum  population  »i/o.  I  ns!  end.  tho 
report  focused  Its  nttention  on  imllca- 
tors  that  measure  tho  changing  growth 
rato  and  ngo  composition  of  tho  Jnpa« 
neso  population. 

Tho  report  expressed  pnrliculnr  con¬ 
cern  over  trends  in  the  net  re-product ion 
rate,  a  mensuro  of  tho  extent  to  wnieh 
the  female  population  of  child-bearing 
ngo  Is  reproducing  Itself  with  fcntnlo 
babies.  If  tho  net  rcprodsiction  rnto 
is  J,  tho  populntissn  will  potentially 
become  stationary  one  generation  later. 
5f  the  rale  exceeds  1.  the  population 
will  continuously  increase,  nnd  if  it  falls 
below  i,  the  population  Is  cx|scclcJ  to 
begin  to  decrease  one  generation  Inter. 
Japan's  rate  is  currently  the  lowest  in 
the  world  c.s.cep!  for  sonic  l.nvt  Isuro- 
pcan  Communist  bloc  nations.  Jt  has 
remained  slightly  below  I  almost  every 
year  sfnee  J9.Hi,  generally  ranging  be¬ 
tween  0.9  and  5. 

A  Knre  OteufTrnre 

The  rcoort  states  that  while  the  rate 
has  occasionally  dipped  bclosv  1  in  oth¬ 
er  countries,  "it  is  very  rare  for  such  a 
situation  to  continue  for  more  than  ten 
years."  (The  net  reproduction  rnlc  for 
the  United  .States  was  1.2  in  !9fi7  nnd 
has  no!  dropped  below  1  since  tho 
!93C’s.)  The  report  suggests  that  Ja¬ 
pan's  population  reproductivity  is  now 
"too  low."  and  while  it  acknowledges 
that  "a  high  population  increase  rate 
cannot  he  welcomed,"  it  nevertheless 
believes  i!  would  be  "desirable  for  the 
net  reproduction  rate  to  return  to  1 
"in  the  near  future"  in  order  to  ease 
I  he  "severe  changes  in  population  com¬ 
position  by  age." 

lint  the  report  is  very  careful  no!  to 
suggest  any  direct  intervention  by  the 
g.'-.mnirnt.  such  as  subsidies  to  nup- 
p..|i  additional  children.  Instead,  the 
r.-j.ul  simply  urges  the  government  to 
improve  social  conditions  so  that  Jap¬ 
anese  couples  will  spontaneously  decide 
to  base  more  children,  fhc  report  also 
recommends  that  Japan  Srnprovo  its 
•  >!b-agc  welfare  system  nnd  Increase-  tho 
productivity  of  it:  labor  system. 

Tba  report  z'lV~3  rj°  Wn’  05  lc*  k0'* 


•  Its  recommendations  would  nJYcei  thr 
»l/.tf  of  Japan’s  population,  but  there; 
Is  nr»  question  that  the  population  will 
enntinuo  to  rise  Mibstuntlnlly,  Govern- 
ment  estimates  for  Japan’s  population 
In  tho  year  2025  Tango  from  q  mini- 
rinsm  of  129  million  (if  tho  net  repro¬ 
duction  rnlc  remains  below  8)  to  a 
maximum  of  1.12  million,  with  ihs  me¬ 
dian  projection  being  MO  million. 

The  report  Is  so  cautiously  written 
that  even  such  critics  as  Murnmutxu 
acknowledge  there  5i  "nothing  really 
wrong  with  It  if  you  read  the  text  very 
carefully."  After  all.  who  con  ohjeet  to 
tho  government  Improving  soeiul  con¬ 
ditions?  Hut  opponents  of  the  report 
ore  upset  that  mass  media  stressed  tha 
need  for  more  births  nnd  largely  Ig¬ 
nored  tho  question  of  social  improve¬ 
ment.  .Some  also  feel  tho  government 
Was  premature  in  Its  announcement, 
aincc  they  believe  the  net  reproduction 
rate  is  already  heading  hack  toward  J, 
or  even  higher,  without  nny  encourage¬ 
ment.  Other  critics  fear  tho  government 
wilt  eventually  decide  to  Intervena  In  a 
very  direct  way  to  entourage  more 
births,  and  some  even  fear  that  tho 
government’s  action  was  partly  moti¬ 
vated  by  a  desire  to  grow  soldiers  for  a 
future  large  army. 

At  bottom,  tha  disagreement  is  ona 
of  priorities.  Those  who  regartf  eco¬ 
nomic  expansion  as  the  greatest  good 
want  more  bodies  to  man  tho  assem¬ 
bly  lines.  Those  who  ore  worried  about 
overcrowding  arc  willing  to  sacrifice 
some  economic  growth  in  return  for 
more  living  space.  The  question  of  how 
much  living  space  is  desirable,  however, 
is  o  knotty  one.  My  own  reaction  to 
Japan  was  to  be  appalled  nt  the  over¬ 
crowding.  Du!  there  is  some  evidence 
that  the  Japanese  have  grown  accus¬ 
tomed  to  their  close  living  conditions 
and  actually  even  like  them.  Ichiro 
Kawasaki,  a  former  Japanese  diplomat, 
has  written  that  the  massive  stone  build¬ 
ings  of  the  Wes!  "overwhelm”  Japanese 
travelers,  nnd  they  soon  "begin  io  miss 
the  light  wooden  structures  and  small 
I ,i n i! sc n pc  gardens  to  which  they  hava 
so  long  been  accustomed."  Similarly, 
Marnruntsu, •  who  spent  several  years  at 
Johns  Hopkins  University  and  who 
frequently  travels  abroad,  laments  tha! 
many  Japanese  have  no  Idea  wbai  no*is 
talking  about  when  ho  extols  too  spa¬ 
cious  way  of  living"  its  other  countries. 
"For  generations,"  ha  says,  "many  of 
our  people  have  been  living  under  tbs 
same  conditions,  so  they  don’t  question 
whether  it  is  wrong  or  right. 

Such  differing  B-ttltuJas  toward  apaca 


needs  titako  it  ilifllcult  for  tnc  expert 
-in  ono  advanced  nation,  to  suggest  |V, 
best  population  policy  for  °nnth:r  si 
vunccd  nation.  Such  differences  el* 
niuko  it  dinlcult  to  visualize  how  muck 
of  a  burden  population  growth  In  an;  I 
ono  country  would  re«lly  impose  os 
future  generation*  In  that  country,  P«r, 
hops  futurs  generations  will  enjoy  !!?• 
Ins  fthouldor  io  ahouldlf. 

Tbs  I /:AKon  of  Japan’s  F.afwtbnea 

Japan’s  decision  to  boost  Its  birth¬ 
rate  slightly  may  have  sn  Impact 
significance  beyond  its  own  borders, 
home  family  planning  advocates  for 
Japan's*  action  may  throw  »  monte/ 
wrench  In  worJdvddo  efforts  to  curb 
population  growth  by  somehow  do.-a- 
grading  tho  Importance  of  birth  con¬ 
trol.  Others  fear  Japan  demonstrates 
that  radical  population  control  cia 
never  succeed,  for  tho  rv Inula  a  nation 
reaches  tha  point  where  Its  population 
is  apt  to  level  off  and  then  decline. 
Various  pressures — political,  economic, 
nnd  nationalistic — build  Up  to  reverse 
the  trend.  Doth  views  are  probably  too 
apocalyptic,  for  Japan  Is  merely  trying 
to  boost  Its  net  reproduction  rate  by  s. 
nsoJest  amount  until  It  returns  to  1 — 3 
level  that  Is  considered  the  desiraMr 
goal  by  planners  In  many  other  coun¬ 
tries.  Some  U.S.  experts,  for  examp!?, 
hove  celled  for  a  Stationary  population 
and  ft  XT-  ro  rpls  of  growth,  and  that  is 
precisely  whaf  Japan  1:  seeking. 

The.1  real  significance  of  Japans 
experience  may  be  that  it  underlines  the 
costs  involved  in  achieving  population 
control.  Some  experts  In  this  rountry, 
such  as  Ansley  J.  Coale,  director  of  the 
Office  of  Population  Research  at  Prince¬ 
ton  University,  have  pointed  out  that  a 
stationary  population  and  a  zero  growth 
rate  have  unfavorable  ss  well  as  advan¬ 
tageous  effects.  Coale  suggests,  for  ex¬ 
ample.  that  a  stationary  population  ”r» 
not  likely  to  bsJ  receptive  to  changj 
nnd  indeed  would  have  a  strong  tend¬ 
ency  towards  nostalgia  and  conserva¬ 
tism."  He  also  suggests  that  such  3 
society  would  r.o  longer  offer  «  reason¬ 
able  expectation  of  advancement  in  au¬ 
thority  with  »re,”  since  there  would  re 
essentially  the  same  number  of  3 fV> ear- 
olds  as  20-yrn.r-oTJi.  Zero  growth  i» 
unquestionably  desirable  at  tome  r-om. 
beforo  crowding  becomes  painfui. 

In  the  current  rush  tr>  Jump  on  the  po, 
u’ation  control  bandwagon,  ss  web  >-■ 
remember  -  that  population  control  * 
no!  an  unmixed  blessing,  Then* 
costs  Invobed,  and  semrons  vStt 
to  pay  tbrm. — P>s.u;*  ,M.  Zorrx? 

“■Ctt’-N-C'ki  VOU  !■> 
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September  19,  197^ 
IMMEDIATE  RELEASE 


1776  JF'k  Street,  N.W. 

Washington,  D.  C. 

Detroit,  September  19  -  "There  are  no  easy  answers  to  inflation, 
but  we  must  let  business  alone  for  a  while,  rather  than  badgering 
it  with  anit-business  legislation,  or  we  will  kill  the  goose  that 
lays  the  golden  egg,"  Board  Chairman  Donald  A.  Gaudion  of  the 
National  Association  of  Manufacturers  told  the  White  House  Conference 
on  Inflation  today. 

Mr.  Gaudion,  Chairman  of  the  Board  of  Sybron  Corporation, 
Rochester,  New  York,  said  the  NAM  believes  there  are  a  series  of 
things  we  can  do  to  reverse  the  inflationary  trends  and  gradually 
work  it  out  of  the  system.  He  urged  a  program  that  would: 

*  Maintain  a  posture  of  severe  restraint  on  money  and  credit 
expansion,  acknowledging  that  such  restrictions  cannot  do 
the  job  alone  without  courting  disaster. 

*  Slow  up  establishment  of  great  new  Federal  programs  that 
we  cannot  afford,  get  the  budget  in  balance,  and  slow  the 
rise  in  the  level  of  spending. 

*  Encourage  savings  and  capital  formation  by  reversing  tax 
policy  in  such  areas  as  capital  gains  and  depreciation. 

*  Bring  recognition  that  efforts  to  raise  real  wages  by 
large  increases  in  monetary  wages  are  futile  and 
counterproductive . 

*  Forthrightly  renounce  wage  and  price  controls,  with  Congress 
and  the  White  House  and  also  avoiding  such  intervention  as 
wage-price  guidelines,  which  are  of  doubtful  value. 

*  Thoroughly  reassess  costs  and  benefits  of  governmental 
requirements  for  environmental  programs  and  industrial 
safety,  which  should  be  balanced  against  the  burden  they 
place  on  the  economy. 
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STATEMENT  OF 
DONALD  A.  GAUDION 

CHAIRMAN  OF  THE  BOARD,  SYBRON  CORPORATION 

AND 

CHAIRMAN  OF  THE  BOARD,  NATIONAL  ASSOCIATION  OF  MANUFACTURERS 

AT  THE 

CONFERENCE  ON  INFLATION 
DETROIT,  MICHIGAN 
SEPTEMBER  19,  19 7 4 


There  are  no  easy  answers  to  inflation  unless  we  want  to 
severely  deflate  through  an  experience  like  the  mid-thirties 
where  corporate  profits  disappeared  and  we- had  over  25%  un¬ 
employment.  There  are  a  series  of  things  we  can  do  to  reverse 
the  inflationary  trends  we  set  in  motion  and  gradually  work  it  out 
of  the  system. 

Cl)  The  disorganization  and  demoralization  of  financial 
markets  is  partly  the  result  of  measures  taken  to  curb  inflation, 
and  partly  the  result  of  the  inflation  itself.  It  is  made  worse 
by  artifically-imposed  limitations  such  as  state  usury  laws  and 
ceilings  on  interest  rates  paid  by  savings  institutions.  Our 
financial  institutions  generally  were  not  designed  for,  and  do  not 
work  well  in,  a  period  of  inflation  as  bad  as  the  last  two  years. 
The  conclusion  I  come  to  is  that  we  will  need  to  maintain  a  posture 
of  severe  restraint  on  money  and  credit  expansion,  but  that  such 
restrictions  cannot  do  the  job  alone  without  courting  disaster. 
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(2)  We  must  develop  fiscal  responsibility  in  government. 

We  must  slow  up  the  establishment  of  great  new  programs  that  we 
cannot  afford.  We  must  let  business,  the  goods  and  payroll  produc¬ 
tion  side-  of  our  society,  alone  for  a  while  rather  than  badgering  it 
with  more  anti-business  legislation  —  or  we  will  kill  the  goose 
that  lays  the  golden  egg.  We  need  time  to  digest  the  programs 
already  in  being  and  get  the  budget  in  balance  —  at  a  level  of 
spending  that  will  not  continue  to  rise  as  steeply  as  in  the  recent 
past . 

(3)  We  must  encourage  rather  than  discourage  savings  and 
capital  formation  if  we  are  to  build  the  productive  capacity  neces¬ 
sary  to  meet  unprecedented  global  demand.  This  involves  reversing 
tax  policy  in  such  areas  as  capital  gaips  and  depreciation. 

(4)  There  must  be  mutual  recognition  by  employers  and 
employees  —  both  of  whom  are  victims  of  this  inflation  rather  than 
its  cause  —  that  efforts  to  raise  real  wages  by  large  increases  in 
monetary  wage  rates  are  futile  and  counterproductive.  They  spread 
the  inflation  through  the  industrial  sector,  instead  of  restoring 
the  purchasing  power  of  industrial  employees. 

(5)  A  forthright  renunciation  of  wage  and  price  controls, 
by  both  the  Administration  and  Congress,  will  be  helpful  in  restor¬ 
ing  confidence.  Even  the  fear  that  such  controls  might  be  reimposed 
has  adverse  economic  effects.  Other  forms  of  government  intervention, 
such  as  wage-price  guidelines,  are  of  doubtful  value. 
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(6)  There  needs  to  be  a  thorough  reassessment  of  costs  and 
benefits  of  governmental  requirements  for  environmental  Improve¬ 
ment,  Industrial  safety,  etc.  While  the  objectives  of  such  programs 
are  indisputably  desirable,  they  should  be  balanced  against  the 
burdens  they  place  on  the  economy  to  determine  where  the  true  public 
interest  lies. 


THE  DOW  CHEMICAL  COMPANY 


September 


16,  1974 


BENNETT  BUILDING 
2030  DOW  CENTER 
MIDLAND.  MICHIGAN  48640 


The  Honorable  Frederick  B.  Dent 
The  Secretary  of  Commerce 
Washington,  D.C.  20230 


Dear  Fred: 

Attached  are  the  statement  I  made  at  the  September 
19  Conference  on  Inflation  in  Detroit  and  our  more 
detailed  discussion  of  the  questions  that  were 
asked  of  participants. 


Sincerely , 


Carl  A.  Gerstacker 
Chairman  of  the  Board 
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Carl  A.  Gerstacker 
Inflation  Summit  Meeting 
(Detroit  Regional) 
September  19,  1974 


No  one  in  our  country  wants  the  kind  of  inflation  we  are 
suffering  —  it  hurts  everyone.  We  need  not  only  aggressive 
leadership  such  as  our  President  is  demonstrating;  we  need 
to  have  all  our  citizens  fighting  shoulder  to  shoulder, 
voluntarily,  to  reduce  inflation  --  then  we  will  get  some¬ 
where  . 

I  would  propose  that  Government  initiate  this  voluntary  support 
of  the  citizenry  by  means  of  what  might  be  called  a  "five  and 
ten"  program.  Under  this  program  Government  would  ask  industry 
to  take  a  pledge,  company  by  company,  not  to  raise  its 
price  index  by  more  than  a  reasonable  level,  such  as  five 
per  cent,  from  Labor  Day  1974  to  Labor  Day  1975.  And 
Government  would  ask  labor  leaders  to  pledge  that  they  would 
limit  their  wage  demands  to  a  reasonable  level,  such  as  10  per 
cent,  during  the  same  period. 

I  believe  such  a  program  would  find  the  support  of  both 
industry  and  labor,  and  under  strong  leadership  from  the 
"President  and  Congress  we  could  make  this  work.  I  would  like 
to  see  many  companies  flying  a  flag  that  said  they  were 
backing  the  program  —  the  flag  being  awarded  to  those  who 
pledge  to  fight  inflation  by  staying  within  these  reasonable 
boundaries . 


If  such  a  positive  program  were  adopted,  Dow  Chemical  would 
be  one  of  the  first  to  pledge  to  do  its  part.  Unions, 
stores ,  and  companies  that  met  or  bettered  the  standards  that 
were  set  should  receive  public  approval. 


Ill* 

I  do  not  know  that  five  and  ten  are  the  right  numbers  —  this 
should  be  open  to  debate,  of  course.  There  could  be  very 
legitimate  reasons  for  variance  in  different  industries.  The 
important  thing  is  to  set  standards  --  reasonable  standards  — 
and  get  industry  and  labor  to  pledge  to  try  to  meet  those 
standards . 

Within  a  short  time,  under  the  pressure  of  public  opinion, 
many  would  take  the  pledge  --  and  we’d  all  get  together 
and  fight  inflation.  That's  the  important  thing. 

Inflation  is  simply  too  much  money  chasing  after  too  few 
goods  ,  so  our  money  supply  needs  to  be  held  to  a  reasonable 
growth  by  the  Federal  Reserve.  At  present  the  control  is 
too  tight. 

The  other  side  of  the  story  is  the  supply  and  demand  for 
food  and  goods.  When  demand  is  increasing  faster  than  supply 
you  get  an  inflationary  push.  What  we  need  to  do  is  to 
produce  so  much  food,  so  much  goods,  so  much  of  everything, 
really,  that  hungry  competitors  will  try  so  hard  to  sell 
their  products  that  prices  will  stabilize  and  even  decline  — 
as  is  presently  happening  with  gasoline  prices,  for  example. 

If  we  produce  more  food  and  goods,  that  will  bring  more  jobs 
and  more  productivity,  and  this  is  what  we  should  do  -- 
accentuate  the  positive,  get  supply  to  outrun  demand,  so  that 
we  have  both  more  goods  and  more  jobs. 

I  also  feel  that  interest  rates  must  be  reduced  --  right  now. 
They  contribute  to  inflation  by  raising  costs  and  reducing 
investment,  and  when  you  reduce  investment  you  reduce  the 
supply  of  food  and  goods. 
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Capital  must  be  made  more  freely  available  —  immediately  -- 
for  the  investments  we  need  to  make  in  housing,  utilities, 
and  industrial  expansion. 

And  very  importantly,  governments  must  balance  their  budgets  -- 
particularly  the  Federal  budget  —  and  live  within  their 
incomes,  as  all  of  us  should.  And  governments  should  do  this 
by  cutting  their  expenses,  not  by  increasing  taxes. 

But  for  all  of  these  things  to  happen  we  need  some  program  to 
serve  as  a  focal  point  --  something  we  can  all  get  behind. 

I  think  the  "five  and  ten"  program  I  have  suggested  would  do 
this,  and  do  so  in  a  fair  and  just  manner.  I  believe  such  a 
program  would  bring  about  an  increase  in  the  living  standard 
of  all  Americans. 
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DOW  CHEMICAL  COMPANY'S  COMMENTS  ON  QUESTIONS 
FOR  THE  CONFERENCE  ON  INFLATION  AT  DETROIT 
September  19,  1974 


A.  Fiscal 

1 .  Expenditures 

Expenditures  should  be  cut  below  $300  billion  for  fiscal 
1975.  There  should  be  a  balance  or  surplus  for  fiscal  1976. 

Expenses  should  be  cut  outside  the  U.S.  more  than  in  the 
U.S.  Examples  are  -  defense,  foreign  aid,  and  particularly 
the  cost  of  our  troops  in  Europe.  (Selling  government  bonds 
to  the  German  government  does  not  pay  for  the  cost  of  our 
troops  in  Europe). 

Domestic  cuts  should  come  in  government  operating  expenses 
for  such  things  as  people  and  travel.  The  postoffice  should 
be  forced  to  break  even.  Interest  rates  and  total  debt 
should  be  reduced.  Farm  subsidies  should  be  cut  or  eliminated. 

2 .  Receipts 

Federal  tax  levels  should  not  be  reduced  or  increased  but 
some  changes  would  be  beneficial.  Investment  in  the  production 
of  food,  materials,  and  goods  should  be  stimulated. 

This  could  be  done  by  a  temporary  increase  in  the  investment 
tax  credit  to  apply  to  investments  started  within  the  next 
year,  a  reduction  in  the  corporate  income  tax  for  reinvest¬ 
ment  in  buildings  and  equipment  which  exceeded  a  certain 
percent  of  gross  plant  or  sales,  and  retained  earnings 
reinvested  in  the  business  might  be  taxed  at  a  lower  rate. 
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Also  there  should  be  a  further  reduction  in  the  double 
taxation  on  dividends. 

There  might  be  a  tax  reduction  to  individuals  who  invested 
a  portion  of  their  income  in  regulated  industries  like 
utilities.  (This  was  done  in  Brazil  in  the  1960’s).  These 
reductions  in  business  taxes  should  be  balanced  by  a 
temporary  surtax  on  corporations .  There  should  also  be  a 
temporary  surtax  on  individuals  to  balance  any  tax  relief 
or  government  employment  expenses  for  lower  income  groups. 
It  would  also  be  helpful  to  reduce  the  taxation  of  profits 
on  U.S.  produced  exports.  Another  balancing  tax  increase 
could  come  from  an  increase  in  the  estate  or  inheritance 
tax  rates. 


B.  Monetary  policy 

Interest  rates  must  be  reduced  immediately.  They  are  con¬ 
tributing  directly  and  indirectly  to  inflation. 

The  availability  of  capital,  whether  in  the  forms  of  loans 
or  equity  sales,  must  be  improved.  The  lack  of  capital, 
particularly  for  utilities,  small  business,  and  farmers 
is  increasing  inflation  by  increasing  shortages  of  goods 
now  and  later. 

Capital  will  not  be  available  from  the  equity  market  until 
there  is  a  substantial  recovery  in  the  stock  market. 
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C.  Government  regulations 

Many  government  regulations  hurt  productivity  and  increase 
inflation.  Examples  are  - 

Cabotage  laws  which  require  shipments  in  American  owned  vessels. 

Davis-Bacon  Act  which  results  in  higher  costs  on  federal  or 
federally  assisted  construction  projects  and  raises  the  cost 
of  all  construction. 

Automatic  escalators  in  government  pensions  which  foster 
inflation  and  inflation  psychology. 

Government's  failure  to  attack  union  monopoly.  (Unions  demand 
and  receive  larger  pay  increases  with  rising  unemployment). 

Government  failure  to  control  terrorism  and  vandalism  in 
the  building  industry  as  reported  thoroughly  in  the  Reader's 
Digest . 

Government  failure  to  promote  right  to  work  laws. 

Government  fostered  unemployment  compensation  payments  and 
food  stamps  to  workers  on  strike  prolongs  and  encourages 
strikes . 

Government  pollution  regulations  which  increase  the  cost  and 
reduce  the  production  of  autos,  coal,  and  nuclear  power. 

Government  laws  which  prevent  the  reduction  of  food  prices 
by  the  addition  of  such  things  as  soybeans  to  meat. 

Government  tax  structure  as  outlined  above. 

Wage  and  price  controls  should  not  be  reinstated  at  this  time 
because  they  are  now  inflationary.  As  was  pointed  out  in  the 
summary  statement,  government  should  set  voluntary  standards 
or  guidelines  for  industry,  labor  and  financial  institutions 
and  then  accentuate  the  positive  by  asking  Americans  to 
pledge  to  try  to  live  up  to  these  standards.  (See  attached 
"5"  and  "10"  program). 
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There  are  no  exactly  correct  standards  for  reasonable  price 
increases  for  all  industry.  If  an  annual  increase  of  five 
per  cent  was  used,  this  might  not  be  enough  for  some 
industries  who  may  have  cost  increases  greatly  exceeding  that. 
In  such  a  case  we  think  industries  should  be  allowed  to 
exceed  the  standard  if  in  doing  so  they  did  not  increase 
their  profit  margins.  The  same  problems  apply  to  wages. 

A  10  per  cent  standard  might  be  proper  for  many  people  but 
might  be  inadequate  for  employees  whose  pay  has  not  been 
recently  adjusted  because  of  a  long-term  contract  or  some 
other  special  situation.  In  those  cases,  wages  should  be 
allowed  to  rise  more  than  the  standard. 

When  it  comes  to  funneling  capital  from  banks  and  other 
agencies  into  the  most  worthy  sectors  of  the  economy,  some 
people  may  feel  that  voluntary  allocations  will  not  work. 
Obviously  they  will  be  difficult  but  they  will  be  better 
than  any  attempt  by  government  to  allocate  capital  in  a 
mandatory  fashion.  Most  lenders  will  be  able  to  differentiate 
between  the  customers  whose  needs  will  benefit  the  economy 
and  reduce  inflation  and  those  needs  which  may  be  of  no 
benefit . 

Unions ,  companies  and  lending  agencies  which  meet  or  better 
the  standards  should  be  singled  out  for  public  praise. 

For  example,  companies  could  be  awarded  five  per  cent  flags 
to  fly  if  they  limited  increases  to  five  per  cent  and  unions 
could  be  awarded  10  per  cent  flags.  Public  pressure  in 
recognizing  good  performance  would  be  a  positive  force. 

We  should  not  let  our  short-term  problems  stop  the  progress 
that  we  are  making  on  improving  the  environment. 
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However,  a  temporary  slowing  of  the  demands  for  environmental 
improvement  would  not  do  much  harm.  No  lead  gasoline  is 
inflationary  because  it  raises  the  cost  and  requires  the 
refining  of  more  oil.  There  is  no  real  proof  that  lead 
in  gasoline  does  any  harm  to  the  environment.  We  are  requiring 
the  same  auto  pollution  standards  in  small  hamlets  in 
Northern  Michigan  that  we  require  in  Los  Angeles.  Obviously 
this  is  a  needless  cost  and  expense  to  people  living  in  areas 
where  the  autos  are  so  few  and  the  space  so  vast. 

Without  taking  inappropriate  risks ,  we  must  push  nuclear 
power  generation  and  continue  to  expand  the  use  of  coal. 

We  have  lived  with  coal  pollution  for  generations  and  can 
stand  it  for  a  few  more  years  to  reduce  inflation. 


D.  International  conditions 

On  the  international  scene,  the  U.S.  must  balance  its  pay¬ 
ments  and  stop  continuous  deficits  which  have  spawned  much 
of  the  world's  inflation. 

Again  the  positive  rather  than  the  negative  is  the  best. 

It  is  better  to  increase  exports  than  to  decrease  imports. 
It  is  better  to  be  at  least  in  balance  in  trade  than  to 
have  a  deficit  made  up  by  capital  inflows.  We  must  make 
exporting  as  profitable  as  possible  for  this  purpose  and 
should  improve  and  liberalize  tax  laws  like  DISC. 

It  would  be  nice  to  come  back  to  fixed  rate  currency 
relationships,  but  it  is  not  practical  at  this  time,  and 
so  floating  rates  should  be  continued. 
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We  must  force  Arab  surpluses  to  be  recycled  into  long  term 
investments,  and  the  U.S.  must  get  at  least  its  share  to 
balance  the  cost  of  imported  oil. 

The  U.S.  must  invest  to  become  as  self-sufficient  as 
practicable  in  raw  materials.  This  will  require  government 
subsidy  in  some  cases.  For  example,  oil  shale  should  be 
developed  in  a  major  way  and  then  put  in  standby  as  long  as 
imported  oil  is  available  at  substantially  lower  costs 
than  producing  domestically  from  shale. 

Domestic  oil  and  gas  should  be  developed  even  in  areas 
with  environmental  problems  so  that  the  production  would 
be  available  in  the  event  of  war  or  political  upset . 

Each  mineral  will  have  somewhat  different  problems  but 
fundamentally  we  should  develop  the  capability  of 
self-sufficiency  and  be  willing  to  put  the  capacity  in 
standby  when  there  are  cheaper  import  availabilities . 

(One  interesting  sidelight  here  is  the  fact  that  we  are 
100  per  cent  self-sufficient  in  magnesium  metal  which 
is  produced  from  ocean  water,  an  inexhaustible  source  of 
supply )  . 


Long-Term  Recommendations 

Capital  investment  and  production  of  everything  from  food 
to  manufactured  products  must  be  increased.  Shortages 
are  the  surest  way  to  inflation. 
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Inefficiency  and  lack  of  productivity  on  the  part  of  govern 
ntent  and  union  employees  must  be  decreased  because  our 
standard  of  living  can  only  be  improved  by  increased 
productivity.  It  won’t  be  increased  by  taking  away  from 
one  segment  of  our  people  and  giving  to  another. 

We  should  balance  government  budgets  domestically  and 
internationally.  No  one  can  continuously  spend  more  than 
he  takes  in. 

We  must  keep  a  free  economy  with  as  little  government  inter 
ference  as  possible  and  encourage  the  profit  motive. 
Socialist  and  communist  countries  are  rapidly  becoming 
capitalistic  because  they  admire  our  greater  productivity. 
At  the  same  time,  we  are  becoming  more  socialistic 
because  capitalism  has  brought  such  affluence  to  our  people 
that  they  feel  they  can  afford  to  doubt  its  principles. 

Inflation  cannot  be  stopped  --  it  can  only  be  reduced 
gradually.  If  we  don't  understand  this,  our  goals  will  be 
unrealistic  and  the  results  will  be  poor. 


Short-Term  Recommendations 

Government  must  take  some  positive  popular  action  now  and 
not  postpone  it  until  next  year. 

Interest  rates  must  be  reduced  immediately,  and  confidence 
must  return  to  the  stock  market. 
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The  supply  of  capital  must  be  increased  immediately  to 
essential  users. 

Unemployment  should  be  held  below  six  per  cent  by  short¬ 
term  special  government  programs. 

Government  should  subsidize  housing  and  capital  investment. 

It  should  buy  up  any  surplus  food  produced. 

It  should  temporarily  relax  pollution  and  environmental 
regulations . 

Government  should  set  standards  for  performance  for  the 
next  year  for  companies  and  workers. 

Government  expenditures  should  be  balanced  and  tax  laws 
should  be  temporarily  revised  as  recommended  above. 

Some  temporary  additional  taxes  such  as  an  increase  in 

the  gasoline  tax  might  be  helpful  short-term  to  reduce  demand 

and  increase  government  income. 
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The  "5"  and  "10"  Program 


During  World  War  II  the  U.  S.  Government  successfully  promoted 
the  "E"  award  program  with  defense  contractors.  High  level  U.  S. 
or  State  officials  usually  presented  the  flag  to  one  of  the  top 
company  officers  at  a  ceremony,  and  there  was  a  real  feeling  of 
accomplishment  across  the  land. 

A  similar  program  advocated  by  President  Ford  should  be  used  to¬ 
day  to  mobilize  citizens,  companies,  and  unions  to  help  reduce 
the  inflation  that  all  of  us  are  coming  to  grips  with  today. 

Why  not  award  a  flag  with  a  large  "5"  in  its  design  to  all  concerns 
whose  chief  executive  officer  pledges  to  keep  ANNUAL  WEIGHTED 
average  price  increases  below  5%?  Firms  whose  present  situations 
on  costs  prohibit  this  immediately  could  set  a  time-table  internally 
and  work  toward  the  day  when  their  chief  executive  officer  could 
step  forward  to  make  the  pledge  for  his  company  and  fellow  workers. 
(RE-EMPHASIZE  THIS  POINT.  EVERYONE  ULTIMATELY  PLEDGES.  THE  ONLY 
VARIABLE  IS  WHEN,  NOT  HOW  MUCH.  THAT  EXERTS  A  LITTLE  DELICATE 
PRESSURE. ) 

At  the  same  time,  the  program  would  also  include  the  awarding  of 
a  "10%"  flag  to  labor  unions  whose  presidents  pledge  to  keep  wage 
increase  demands  to  less  than  10%  per  year.  Labor  allegedly  is 
determined  to  keep  wages  rising  faster  than  inflation.  This  would 
accommodate  that  position. 

Considerable  impetus  in  this  effort  against  inflation  could  be 
achieved  if  the  awards  program  were  conducted  on  a  plane  similar 
to  the  "E"  awards  program  of  World  War  II.  The  time  is  perfect. 
Every  reasonable  interest  wants  the  present  government  to  succeed. 
All  forces  are  in  a  mood  (which  is  at  its  crest  right  now)  to 
cooperate  by  showing  some  restraint. 
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Highlighting  the  awards  program  might  be  a  reception  for  awardees 
held  by  the  President.  A  very  constructive  rivalry  between  indivi¬ 
dual  firms,  and  between  unions  could  be  generated.  Once  momentum 
was  built  up,  there  would  be  tremendous  incentive  for  even  the 
most  reluctant  to  participate  eventually.  It  would  simply  be  good 
business  and  the  patriotic  thing  to  do. 

It  is  reasonable  to  assume  that  consumer  groups,  and  organizations 
representing  citizens  on  fixed  incomes  —  such  as  retirees 
would  publicly  laud  companies  and  unions  flying  such  flags.  Some 
no  doubt  v/ould  encourage  their  members  to  purchase  goods  and 
services  as  much  as  possible  from  organizations  awarded  these 
flags . 

The  media  would  be  happy  to  turn  their  talents  and  energies  toward 
advancing  a  participative  program,  one  which  induces  cooperation, 
as  opposed  to  programs  which  encourage  recalcitrance.  An  approach 
of  this  type  would  have  many  constructive  effects  and  would  be  a 
positive  means  of  motivating  restraint  by  industry  and  labor  as 
they  stand  shoulder  to  shoulder  with  the  government  to  reduce 
inflation.  Deep  down  in  the  worst  of  us  is  a  "Good  Guy"  trying 
to  get  out.  Let's  make  it  easier  for  him*. 
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